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WEDNESDAY, MARCH 5, 1952 


House or REPRESENTATIVES, 
SUBCOMMITTEE No. 2 OF THE 
COMMITTEE ON THE JUDICIARY, 
WW a sh ington, Dd. ( f, 


The subcommittee met at 10 a. m., pursuant to notice, in room 
346, Old House Office Building, Hon. Joseph R. Bryson, chairman, 
presiding. 

Present: Messrs. Bryson, Jones, Crumpacker, Bakewell. 

Also present: Mr. L. James Harris, committee counsel. 

Mr. Bryson. The committee will be in order. 

The matter for consideration before the committee this morning is 
H. R. 2257. 

(H{. R. 2257 is as follows:) . 

{H. R. 2257, 82d Cong., Ist sess.] 


A BILL To provide for the adjustment of royalties and like charges for the use of inventions for the benefit 
of or by the United States, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the Act of October 31, 1942 (56 Stat. 1013 
1015, 35 U.S. C. 89-96), be, and it hereby is, repealed and that all agreements in 
adjustment of rovalties or otherwise made thereunder be, and the same hereby are, 
terminated as to future force and effect: Provided, however, That, as to proceedings 
initiated by and now pending under notices previously issued and as to rights 
accrued or liabilities incurred prior to repeal thereof, the provisions of such Act 
shall be treated as remaining in full force and effect for the purpose of concluding, 
settling, sustaining, qualifying, or defeating any pending matter, suit, or claim 
thereunder. 

Sec. 2. Whenever an invention, either patented or unpatented, shall be manu- 
factured, used, sold, or otherwise disposed of by or for the United States, subject 
to a rovalty or like charge therefor believed to be unreasonable or excessive by the 
head of the department or agency of the Government which has ordered such 
manufacture, use, sale, or other disposition, the head of the department or agency 
of the Government concerned, in behalf of such agency and the Government as a 
whole, shall give written notice of such fact to all known parties having a beneficial 
interest in such rovality or like charge, whether as pavors or pavees thereof. 
Within a reasonable time after the effective date of such notice, and in no event 
in less than thirty days, the head of the department or agency of the Government 
issuing such notice shall by order, directed to all parties to whom notice shall have 
been given, or who shall be found to have an interest in such proceeding, fix and 
specify such rates or amounts, if any, of such rovalties or like charges as he shall 
determine are fair and just, taking into account all defenses available to a defend- 
ant in a patent infringement action and such other conditions as may be deter- 
mined to be appropriate by reason of governmental procurement as contrasted 
with nongovernmental procurement, and shall authorize the payment thereof, if 
any be allowed, by any pavor to any payee on account of such manufacture, use, 
sale, or other disposition: Provided, however, That any party to whom such notice 
is given, if he so requests, within thirty days from and after the effective date of 
such notice, may, at such time as may be fixed by the head of such department or 
agency, present in writing or in person any facts or circumstances which may, in 
his opinion, have a bearing upon the rates or amounts of such royalties or like 
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charges, if any, to be determined, fixed, and specified in view of the conditions 
aforesaid, and anv order fixing and specifving the rates or amounts of such royalties 
or like charges, if any, shall be issued by the head of such department or agency 
within a reasonable time after such presentation. After the effective date of the 
notice, any pavor affected by the notice may continue to collect royalties or like 
charges payable by or for the United States on account of such manufacture, use, 
sale, or other disposition of the invention, but all such rovalties or charges shall be 
segregated and safely kept by such payor and shall not, until issuance of the order 
herein provided, be paid over to any payee of such royalties or like charges. After 
issuance of such order, any payor thereunder, unless otherwise directed in the 
order, may continue to collect rovalties or other charges as aforesaid, but shall not 
pay over to any payee affected by the order any such rovalties or other charges 
in an amount or at a rate in excess of that fixed and specified by the order and shall 
refund anv such excess to the United States in such manner as directed by the 
order. The payee of such royalty or like charge shall not have any remedy by 
way of suit, set-off, or other legal action against the payor for the payment of any 
additional rovalties or like charges foreclosed by such order, or for damages for 
breach of contract or otherwise, but such party’s sole and exclusive remedy, except 
as to the recovery of the amounts fixed and specified in said order, shall be as 
provided in section 3 hereof. The notice and order provided for herein shall be 
mailed to the last known address of all parties to whom the same shall be directed 
and such notice shall be effective upon receipt or five days after the mailing thereof 
whichever date is the earlier. 

Sec. 3. Any party entitled to receive such royalties or like charges, claiming to 
be aggrieved by any order issued pursuant to section 2 hereof, may institute suit 
against the United States in the Court of Claims or in the district courts of the 
United States insofar as such courts may have concurrent jurisdiction with the 
Court of Claims to recover such sum, if any, as when added to the royalties or 
other charges fixed and specified in such order shall constitute fair and just 
compensation to such party for the manufacture, use, sale, or other disposition 
for the United States of the invention or inventions within the purview of the order, 
taking into consideration all of the circumstances set forth for the determination 
of such royalties in section 2 hereof. In any such suit the United States may 
avail itself of any and all defenses, general and special, that might be pleaded by 
a defendant in an action for patent infringement as set forth in title LX of the 
Revised Statutes, or any other defense, general or special, which might preclude 
the right of such party to claim, or which might limit the rate or amount of, a 
royalty or other like charge. 

Sec. 4. The head of any department or agency of the Government which has 
ordered the manufacture, use, sale, or other disposition of an invention, whether 
patented or unpatented, and whether or not an order has been issued in connec- 
tion therewith pursuant to section 2 hereof, is authorized and empowered to enter 
into an agreement, before suit against the United States has been instituted, with 
the owner of, or a party entitled to receive a royalty or like charge under such 
invention, in full settlement and compromise of any claim against the United States 
accruing to such owner or party under the provisions of this Act, or any other law 
by reason of such manufacture, use, sale, or other disposition, and for compensa- 
tion to be paid to such owner or party based upon future manufacture, use, sale, 
or other disposition of said invention. The head of any department or agency of 
the Government which has entered into an agreement under the provisions of this 
Act or the Act of October 31, 1942 (56 Stat. 1013-1015, 35 U.S. C. 89-96), is 
authorized and empowered to enter into supplemental agreements, modifying, 
amending, or revoking such agreement as the equities of changed circumstances 
may warrant, any other law to the contrary notwithstanding. 

Sec. 5. Whenever a reduction in the rates or amounts of royalties or like charges 
is effected by order, pursuant to section 2 hereof, or by compromise or settlement, 
pursuant to section 4 hereof, such reduction shall inure to the benefit of the Gov- 
ernment either by way of a corresponding reduction in the contract price to be 
paid directly or indirectly for such manufacture, use, sale, or other disposition of 
such invention, or by way of refund to the Treasury of the United States by the 
payor of such royalties or like charges insofar as the same may have been fore- 
closed from payment thereof to the payee. 

Sec. 6. The head of the department or agency of the Government concerned 
is further authorized, in his discretion and under such rules and regulations as he 
may prescribe, to delegate and provide for the delegation of any power and 
authority conferred by this Act to such qualified and responsible officers, boards, 
agents, or persons as he may designate or appoint. 
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Sec. 7. For the purposes of this Act, the manufacture, use, sale, or other dis- 
position of an invention, whether patented or unpatented, by a contractor, a sub- 
contractor, or any person, firm, or corporation for the Government shall be con- 
strued as manufacture, use, sale, or other disposition for the United States; and 
for the purposes of the Act of June 25, 1910, as amended (40 Stat. 705; 35 U.S.C. 
68), the use or manufacture of an invention described in and covered by a patent 
of the United States by a contractor, a subcontractor, or any person, firm, or 
corporation for the Government and with the authorization or consent of the 
Government, shall be construed as use or manufacture for the United States. 

Sec. 8. This Act shall apply to all royalties or like charges directly or indirectly 
charged or chargeable to the United States for any supplies, equipment, or mate- 
rials to be delivered to or for the Government from and after the effective date of 
the notice provided for in section 2 hereof and shall also apply to all royalties or 
like charges charged or chargeable directly or indirectly to the United States for 
supplies, equipment, or materials delivered to or for the Government prior to the 
date of such notice insofar as such royalties or like charges have not been paid to 
the payee thereof prior to the effeetive date of such notice. 

Sec. 9. The head of each department or agency of the Government may issue 
such rules and regulations and require such information as may be necessary and 
proper to carry out the provisions of this Act. The provisions of section 10 (1) 
of an Act approved July 2, 1926 (44 Stat. 787), as amended, and title XIII of 
Publie Law 507, Seventy-seventh Congress, shall be applicable to the payor and 
payee of any royalty or like charge for an invention, whether patented or un- 
patented, manufactured, used, sold, or otherwise disposed of for the United States, 
and the term ‘‘defense contract” as used in said Act shall mean and include an 
agreement for the payment of royalty or like charge regardless of the date of such 
agreement, under or by virtue of which any royalty or like charge is directly or 
indirectly paid by the Government or ineluded within the contract price for 
property sold to or manufactured for the Government. 

Sec. 10. Nothing herein contained shall be deemed to preclude the applicability 
of section 403 of Public Law 528, Seventy-seventh Congress, as the same may be 
heretofore or hereafter amended so far as the same may be applicable. 

Sec. 11. If any provision of this Act or the application of any provision to any 
person or circumstance shall be held invalid, or if any provision of this Act shall 
be inoperative by its terms, the validity or applicability of the remainder of the 
Act shall not be affected thereby. 

Sec. 12. This Act shall take effect ninety days after approval. 


Mr. Bryson. The first witness this morning is Mr. T. Hayward 
Brown who appears on behalf of the Department of Justice. 


STATEMENT OF T. HAYWARD BROWN REPRESENTING 
DEPARTMENT OF JUSTICE 


Mr. Brown. Mr. Chairman, my name is T. Hayward Brown. 
I am chief of the Patent Section, Claims Division, Department of 
Justice. | am appearing bere on behalf of the Department in favor 
of the bill. I have a prepared statement which I should like to read. 

H. R. 2257 is designed to effect the repeal of the wartime Royalty 
Adjustment Act of October 31, 1942 (56 Stat. 1013-1015, 35 U.S.C. 
89-96), and to reenact in improved form a permanent Royalty 
Adjustment Act to be available in time of peace and war to permit 
the Government to procure its requirements of royalty bearing 
supplies without paying by wavy of royalties or like charges more than 
a fair and reasonable rate or amount. 

The new act is justified and required upon the same grounds that 
compelled the enactment of the wartime statute. It was found 
during the recent war that the Government was frequently subjected 
to uvreasonable and excessive charges by way of royalties, or like 
charges, either in terms of rate or amount, for the use of patented 
and unpatened inventions under circumstances where the Govern- 
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ment had no opportunity to review and determine the reasonability 
of the charge. imposed upon it as an element of cost in procurement. 

Sometimes the royalties were unreasonable or excessive because 
the rates by which the royalties were computed were fixed in view of 
normal commercial market factors and became excessive as a con- 
sequence of a tremendous volume of Government procurement or 
because, for one reason or another, the basis upon which the royalty 
was purportedly justified was absent as, for example, when the 
patent was invalid or unenforceable or the royalty claimant was not 
the owner of the invention or the patent did not in fact cover the item 
procured, or for any one of numerous other reasons which would 
normally defeat a suit for patent infringement. 

In view of the fact that military procurement is now at a level 
closely approaching wartime conditions, and in view of the fact that 
the Government is a tremendous customer for goods in the open 
market in aid of such operations as the United Nations Korean ecam- 
paign, the North Atlantie Treaty Organization, and other military 
assistance programs, many of the same conditions exist today that 
existed during the recent war and probably will continue to exist for 
many years in the future. If the Government is to be protected 
against being unduly imposed upon in its procurement activities by 
the imposition of unconscionable reyalty charges over the fixing of 
which it had no control and over which it would otherwise have no 
opportunity of review, it must have the benefit of legislation of the 
type in this bill. 

This bill provides that whenever a patented or unpatented invention 
shall be utilized for the United States subject to a royalty which is 
bel'eved to be unreasonable or excessive by the head of a department 
or agency which has ordered such utilization the head of the depart- 
ment or agency concerned, in behalf of the Government as a whole, 
shall give written notice of such fact to all parties having a beneficial 
interest in such royalty and fix a time at which all parties concerned 
may present any facts or circumstances justifying the existing rate 
or amount of royalty or like charge, or indicate a fair and reasonable 
rate or amount therefor in substitution for the stipulated figure. 

The bill further provides that in the event the head of the depart- 
ment or agency or his duly delegated authority, provided for in 
section 6, and the patent owner cannot agree on a fair and reasonable 
rate or amount of rovalty, the head of the department or agency 
shall have the authority to fix a fair and reasonable amount or rate 
of rovalty or like charge, if upon the facts any be justified, leaving 
the patent owner or royalty claimant the right to sue the Uuited 
States for any additional amount which, when added to the royalty, 
if any, allowed by such order, shall constitute fair and just compensa- 
tion for the utilization of the invention by or for the United States. 

The bill additionally provides that in administratively determining 
the propriety of the rovalty or like charge or in fixing by order a 
different rate, if any be allowed, as well as in any proceedings to 
increase any amount awarded, the Government shall be entitled to 
invoke any and ‘all defenses available to a defendant in a patent 
infringement suit. This provision corresponds to the Royalty Adjust- 
ment Act of 1942 and to the defensive rights reserved to the Govern- 
ment by section 1498 of the Judicial Code as revised September 1, 
1948, as U.S. C. 1498. 
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Section 4 of the act authorizes the heads of the departments and 
agencies of the Government prior to suit to negotiate and effect 
settlements of claims arising under the act. This section also provides 
that agreements made under this measure or under the Royalty 
Adjustment Act of 1942 may be modified, amended, supplemented or 
revoked as the equities of changed or changing situations may warrant. 
This latter provision is of particular importance in that settlements 
made at one time may become inequitable to the licensor at a later 
time due to changed circumstances. 

Section 5 of the new act corresponds to the similar provisions of the 
original act and provides, with a minor amendment hereinafter referred 
to, that the reduction of royalties or like charges fixed by order or 
agreement inure to the benefit of the Government either by way of a 
reduction in the contract price of goods procured or by way of refund 
of royalties to the Treasury either by the Government contractor or 
by the patent owner as may be expedient in a given case. 

Sections 6 to 10 of the bill generally correspond to similar provisions 
of the existing act and relate to such matters as promulgation of rules 
and regulations for operation of the act, definitions of the purposes 
of the act consistently with what has been said before, and provide 
for a limited power of delegation of authority of the heads of the depart- 
ments and agencies to permit the duties which are conferred on the 
head of the department or agency under the bill to be carried out 
expeditiously. 

Section 8 has been slightly modified over the corresponding section 
of the wartime act to provide that the present bill shall apply not only 
to royalties as such, but also to any forms of revenue derived from the 
use of patents and inventions whether falling within the definition of 
the term “royalties” or otherwise. Administrative difficulty was 
found with the 1942 act in that not infrequently the tariff on the use 
of the invention was in the nature of a conditional sales price based 
upon production or was the result of settlement of infringement claims, 
the cost of which was directly or indirectly imposed upon the Govern- 
ment, that is, retrospective licensing by settlement of alleged infringe- 
ment liability incurred as a consequence of Government procurement. 

In fact, the act of 1942 was judicially construed to exclude its appli- 
cation to the latter situation, with the result that the Government was 
frustrated in its efforts to invoke the act against some $10,749,000 
of moneys clearly charged against it but derived from public funds in 
the last indicated circumstances. It is the purpose of the present 
measure to foreclose any such situation in the future. 

In considering the present bill, certain amendments are recom- 
mended either for clarity or to render the language consistent with 
section 1498 of the Judicial Code as revised (28 U.S. C. 1498). 

‘Taking these matters up in order, it is recommended that in section 
1, line 4, a colon be inserted after the word “repealed”? and that the 
balance of that line and the succeeding language through the word 
“effect’’ in line 7 be deleted in view of the provisions of the last 
sentence of section 4. As originally drawn it was proposed to termi- 
nate unilaterally by act of Congress all outstanding agreements under 
the Rovalty Adjustment Act of 1942, but subsequently it was deemed 
to be better policy to avoid any question about unilateral determina- 
tion of bilateral agreements by giving to the head of the department, 
or agency, as is now proposed in the last sentence of section 4, the 
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authority to terminate, amend, modify or supplement such agree- 
ments on a bilateral negotiated basis. The language proposed to be 
stricken was apparently inadvertently included in the draft of the bill 
after the insertion of the last sentence of section 4 had been agreed 
upon among those concerned with drafting the measure. 

In section 2, page 2, line 6, delete “by or.”’ Section 2, page 4, after 
the period in line 17 insert the following: ‘This section shall not apply 
to any license agreement for the payment of royalties for the use of 
inventions, patented or unpatented, to which the United States or any 
department or agency thereof is the licensee.” This amendment is 
merely an administrative interpretation of the Royalty Adjustment 
Act of 1942 and makes it clear that royalties provided for in licenses 
granted directly to the United States are not subject to adjustment 
under the act. 

Section 4 should be amended in line 15 by inserting ‘‘as defined in 
section 2” after the word “invention” in order to positively identify 
the word “invention’’ with its antecedent definition. 

For clarity it is suggested that lines 18 to 21 of section 5 be stricken 
and rewritten to read “invention, or by way of payment to the Treas- 
ury of the United States either by the payee or the payor of such 
royalties or like charges insofar as the same may have been determined 
or agreed to be unreasonable or excessive.’’ The language stricken 
is somewhat indefinite in that it might be interpreted to preclude, by 
language of inclusion, the refund of excessive royalties to be made by 
the royalty beneficiary in lieu of the Government contractor. 

It is recommended that there be added at the end of section 5, 
language specifically dealing with the jurisdiction of suits undertaken 
to enforce orders or agreements made under the act as follows: 

“The several district courts of the United States are invested with 
jurisdiction to enforce orders made under section 2 and agreements 
made under section 4 of this act. Whenever it shall appear to the 
court before which any such action may be pending that the ends of 
justice require that other parties to any such order or agreement in 
suit should be brought before the court, the court may cause them to 
be summoned, whether they reside in the district in which the court 
is held or not; and subpenas to that end may be served in any district 
by the marshal thereof.” 

The foregoing amendment is made necessary by the fact that in 
most instances there are numerous parties to a rovalty adjustment or 
agreement located in various sections of the country, each of whom 
is obligated to refund moneys to the United States as provided in 
section 4. In such a situation, unless the parties voluntarily submit 
to jurisdiction in a single forum, a multiplicity of suits on the same 
facts and involving the same issues are required in order to secure 
jurisdiction over the person of each party involved. This imposes an 
unnecessary and undesirable burden on the courts, the Government 
and all concerned. It is proposed that any district court having 
jurisdiction of any party subjected to a given order or agreement shall 
have the power to issue its process to any other party to the order or 
agreement whose presence is deemed necessary or proper to a full 
disposition of all issues thereunder. The amendment corresponds in 
principle to the jurisdictional provisions of section 10 of the Sherman 
Act (15 U.S. C. 10). 
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Section 7 should be amended by inserting a period after ‘‘United 
States” in line 9, and deleting the remainder of the section. The 
matter deleted from this section is unnecessary in view of the amend- 
ment to section 1498 of title 28, United States Code, made in sub- 
paragraph c, of section 1292 of Public Law 248, of the Eighty-second 
Congress, approved October 31, 1951 (65 Stat. 727) 

For clarity, section 8 should be amended by inserting the word 
“such” before the word “suppiies” at the beginning of line 24. 

Section 10 should be deleted in its entirety since the act referred to 
therein is no longer ineffect. This act, Public Law 528 of the Seventy- 
seve -_ Congress, has been replaced by the Renegotiation Act of 1951, 
Public Law 9 of the Fighty-second Congress, which is now in effect. 

H. R. 2257 is the product of the joint efforts of various interested 
agencies in the Military Establishment, and the Department of Justice. 

lt is therefore recommended that the foregoing bill, amended as 
suggested, be enacted in order that the Government may be in a 
position to procure its requirements of supplies involving a royalty or 
like charge for the use of inventions, patented or unpatented, imposed 
by a contract relationship between a royalty beneficiary and a Gov- 
ernment contractor, upon the same terms and conditions and with the 
same relief to the patent owner, as the Government may do in procuring 
supplies from a contractor operating without benefit of license or like 
arrangement. 

Mr. Harris. Mr. Brown, has the constitutionality of the wartime 
act been. determined? 

Mr. Brown. It has been before the courts on several occasions. Ip 
at least two cases that come to mind it has been construed constitu- 
tional by a circuit court of appeals. It has not yet been ruled upon 
one way or the other by the Supreme Court of the United States. The 
only case in which the question has been raised is Timken v. Alma 
Motors Company which went to the Supreme Court and they disposed 
of the case on other grounds and did not pass on the act’s constitu- 
tionality. But I don’t believe there is any real doubt as to the con- 
stitutionality of the wartime act. There has not been a district or a 
circuit court that has ruled against its constitutionality that I know of. 

Mr. Harris. What do you think of its constitutionality as per- 
manent legislation? 

Mr. Brown. Well, I don’t have any feelings that the question would 
be vastly different from the wartime legislation. 

Mr. Bryson. The test would probably be the same test. 

Mr. Brown. The test would probably be the same. 

Mr. Harris. On what ground were these other cases decided, the 
Timken case, for example? 

Mr. Brown. In the Timken case the question of the constitu- 
tionality of the act was raised and it was argued once before the 
Supreme Court. This puts me in the realm of attempting to psycho- 
analyze the Court; but there were eight Justices on the Court when 
the case was argued at first. Justice Jackson was at the war-crimes 
trials in Europe. They asked a reargument. I take that as possibly 
meaning, not necessarily, as possibly meaning they were having some 
trouble with a part of it and that was the retroactive aspect. 

The original wartime Royalty Adjustment Act not only applied 
to future royalties accruing but it applied to those that already had 
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accrued. There might have been a profound question as to accrued 
royalties, money due and collectible. But in futuro, I think here we 
have an entirely different thing from the standpoint of constitution- 
ality. It is believed that the present bill has a better chance of being 
sustained constitutionally than the wartime act because it does not 
have what might be objectionable constitutionally, the retroactive 
aspect. It is effective only in future situations that occur so that 
patentees who enter into agreements, who have the royalty adjustment 
act invoked against them, they are not acting in vacuo without the 
act. They know about it. They know what its provisions are and 
they cannot claim surprise if we have a permanent act on the books 
that they know about. 

Mr. Harris. Doesn’t this bill modify contracts? Don’t we have 
the right under this bill to alter contracts already entered into under 
these other acts because of the modification provision incorporated 
in H. R. 2257? 

Mr. Brown. Well, it has an aspect of modification of contracts but 
so would a contract if corporation A had a contract with cotporation B 
to purchase steel at $10,000 a ton. It may never be intended to use 
that contract unless it has orders for equipment to be supplied to the 
Government in which case it will buy its steel and pay this $10,000 a 
ton if it feels that it can saddle that expense off on the Government. 
But the Congress has had no feeling heretofore that just because 
there is a contract, if it is above a reasonable set price limit, of setting 
that aside, if there is pricing of steel and commodities of that nature. 
I do not think that it is to be looked upon solely as setting aside a 
contract. I do not think it is that. What this act does is merely 
put all patentees in the same boat. If one patentee has a license 
agreement and another patentee does not have a license agreement 
and the Government uses their inventions, they are both entitled to 
reasonable compensation for their inventions. If it is their invention 
and their patent and the Government has used it, they are entitled to 
just compensation. 

Now, what the act says in effect, the proposed act, is that the 
Government will not let somebody else contract at what price the 
Government is going to pay in the case that I gave you for steel or 
for the right to use a patent. The Government is willing to pay a 
reasonable just compensation but not an unreasonable or an unjust 
compensation where there might be collusion or where there might 
be factors entering into the situation in the Government’s case that 
were not present in the case of the contract when it was entered into 
as between inventor A and corporation B. It might have been a 
reasonable contract. But the Court of Claims and the Supreme 
Court have both indicated in opinions that he who deals by whole- 
sale gets a better price than he who deals by retail. That is in the 
Berdan vy. U. S. case. A particular patentee having a patent that he 
licenses A to make devices like it at a royalty of 5 percent thinking 
that A is going to make 10,000 of them; but if he is sure that he can 
license it to someone else or the Government to make 10 million or 
5 million, the royalty is obviously different. 

Right at the outset the case must not be looked upon purely and 
simply or solely as abrogation of private contracts entered into for 
the benefit of both contracting parties. It is a little more than that. 
It is a license contract intended to bind the Government, and it 
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should have the Government’s approval or there should be some way 
for the Government to get out from under if it deals unfairly with the 
Government. 

Mr. Harris. That is true for future contracts. But how about 
those contracts entered into before the enactment of this bill? 

Mr. Brown. That is something that comes.up under the 1942 act. 
It involves a possible question of constitutionality of the wartime 
act. I would rather not touch upon that because when the question 
is raised and a legal search is completed, 1 might have slightly dif- 
ferent thoughts than I have now. 

I think that there might be a question as to constitutionality of a 
wholly retroactive act that is intended to change what happened in 
the past. But operating in future, as this act will 

Mr. Harris. Do you think this act is sufficiently different and 
important to replace the former act? Should not the wartime act be 
simply extended? 

Mr. Brown. I think that this act represents an improvement on 
the former act in that some of the administrative difficulties have 
been cleared up. It is also made, with the amendments | suggested 
this morning, clearly to encompass royalties as well as settlements 
and | think it is a better act and is on a sounder footing constitu- 
tionally than the original act and | would prefer to see the act passed 
in the amended form than to have a blanket extension of the wartime 
act for a certain period as might be done under one of the proposed 
bills that IT understand is now pending. 

Mr. Harris. Mr. Brown, what do you think of the suggestion of 
a cut-off date? 

Mr. Brown. Well, I haven’t gotten instruction from the Depart- 
ment on that, but personally I feel that a cut-off date if we are to have 
a cut-off date should be keved to war or national emergency proclaimed 
by the President or by Congress. 

Mr. Harris. In other words, to a particular period rather than to 
a date. 

Mr. Brown. Yes. 

Mr. Harevts. 1 was thinking of the Renegotiation Act. Perhaps 
tied to the expiration date of that act as has been suggested in one of 
our statements. But you think it should be tied to a period? 

Mr. Brown. I think it should be tied to a period rather than to a 
date. It could be made to come into effect in the event of war or 
national emergency and to cease at the termination of war or pro- 
claimed national emergency. 

Mr. Harris. As declared by the President? 

Mr. Brown. Yes. 

Mr. Harris. Do you think that this bill ought to be tied to service 
procurement alone, Navy procurement, Army procurement, rather 
than apply to all departments in the Government? 

Mr. Brown. Well, the Army, Navy, and the Air Force are the only 
Departments that are vitally concerned. I do not think that the 
Department of Labor and the Department of the Interior or the 
Department of Commerce would be particularly affected one way or 
the other. 

Mr. Harris. Would you tie it to a procurement for national 
security? 
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Mr. Brown. I think that procurement for national security gives 
us an unknown quantity. What is for national security? If the Army, 
for instance, goes out and buys 40 trucks from the Ford or Chevrolet 
distributor here in W ashington, would you or would you not say that 
is for national security? Looking at it one way it would be; looking 
at it another way, I think it would not be. To put the term “national 
security’’ into this bill, could defeat its purpose. It would at least put 
one more thing in there requiring possible judicial construction. 

Mr. Harnts. The Department of Justice, though, is sponsoring this 
bill? 

Mr. Brown. That is right, with the amendments that I have 
suggested. 

Mr. Harris. With the amendments that you have suggested. Mr. 
Bryson, if I may ask one more question. 

Mr. Brown, yesterday I called to your attention a number of letters 
we have received, the committee has received from businessmen, 
members of the bar, members of various associations, individuals in 
applied scientific fields, and it appears that the letters are unanimous! y 
opposed to the bill. Can you explain that? 

Mr. Brown. I believe that you had one there from Mr. Volsk 
that was not in opposition. He sought some amendments. I am 
not quibbling, but it was a letter damning certain sections of it with 
faint praise. I do think there is a logical explanation for that. 
They have had very good advertising of the viewpoint of the other 
side. The proponents of the bill unfortunately, the Department, 
has not gone to the people with an argument for and presented the 
case to the people. The National Patent Council got out a few days 
before, not so many days ago, a copy of a brochure dated May 1, 
1951, in which they have urged recipients to write to Congress, their 
Congressman, or Senator, and tell them that they did not like this 
bill. 

That is responsible in part for some of the mail that you have gotten 
that is opposed to it. The people who had personal views were 
spurred into activity to write. 

I am not saying that this is reprehensible. Perhaps the committee 
would have had a fairer sampling of letters if the Department of 
Justice and the services had sent out a similar Jetter telling the story 
as they see it—those things are unfortunate but I do not think it is to 
be teken that everybody is against the bill. Perhaps the bill can 
be improved so that less people will write in letters or will object to 
it. But I think that is the explanation of the one-sided response that 
the committee has gotten on the bill. 

Mr. Bryson. Thank you so much. 


STATEMENT OF WILLIAM R. BALLARD, ADVISER TO THE COM- 
MITTEE ON PATENTS OF THE NATIONAL ASSOCIATION OF 
MANUFACTURERS 


Mr. Batuarp. Mr. Chairman, and members of the committee, my 
name is William R. Ballard. [I am adviser to the committee on 
patents of the Notional Association of Manufacturers and I am 
speaking today for that association. It is a voluntary organization 
of more than 17,000 manufacturers, 83 percent of whose members 
have less than 500 employees each, 
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The National Association of Manufacturers believes passage of 
H. R. 2257 is not necessary to a proper adjustment of royalties on 
Government contracts. Furthermore, such a law would violate 
basic principles of ethics and commercial integrity by impairing the 
obligation of contracts. 

The bill under consideration springs from a suggestion made in 
January 1949 by an Assistant Attorney General, namely, that “the 
principles” of a war measure known as the Royalty Adjustment Act 
be incorporated in a permanent law applicable alike in war and peace. 

The Royalty Adjustment Act referred to was passed in October 
1942 strictly as a war measure and was limited to expire 6 months 
after termination of the war. Its stated purpose was ‘‘to aid in the 
successful prosecution of the war.’? Whether it actually contributed 
to that end may be doubted. Its aim was to reduce patent royalties 
pavable by the Government rather than to speed production, and it 
seems probable that proper royalties might readily have been ob- 
tained without the drastic powers written into that law. 

Whatever may be said, however, for the 1942 law under the par- 
ticular circumstances of that time, it seems evident that there is no 
justification for such a law as a permanent measure. The Govern- 
ment can limit royalties to a reasonable level by negotiation as others 
do. Indeed it is in a much better bargaining position for that pur- 
pose than anvone else, because the law, 28 United States Code 1498, 
permits the Government, if it chooses, to proceed to make, or have 
made for it, any patented invention without a license and the patent 
owner is left to collect what royalties he can through the Court of 
Claims, generally a tedious and expensive provess. 

The Royalty Adjustment Act of 1942 was directed against cases 
where a Government supplier, obligated to pay royalties to a pat- 
entee, passed them along to the Government in the price of the goods. 
If, as the bill assumes, the royalties in such a case were higher than 
justifiable in view of the size of Government orders, it is fairly cer- 
tain that they would be adequately reduced upon request by the 
Government and the supplier. If this were not done the Govern- 
ment would be free as an alternative to go ahead itself and make the 
invention, or have it made, with no recourse for the patentee except 
a suit in the Court of Claims. But whether the reduction were so 
made or not the Government comes off in the end with no more than 
a reasonable royalty to pay and the result has been accomplished 
without indulging in the unsavory practice of impairing the obliga- 
tion of contracts, and without clothing executives with new dictatorial 
powers. 

Mr. Harris. Excuse me, may I ask a question? You are talking 
about peacetime, I take it? 

Mr. Bauiarp. I am talking about the wartime act at the present 
time. 

Mr. Harris. Now? 

Mr. BaLtarb. | am talking:now about the wartime act which is 
only a part of the present proposal. 

Mr. Harris. Right, but vou are objecting to it in times of peace, 
isn’t that true? You are not objecting to it in time of war. 

Mr. BaLttarp. At the moment | was suggesting that even in time 
of war it would not be needed. 

Mr. Harris Would not be needed? 
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Mr. Bauuarp. Yes, I am suggesting it could be done even in war- 
time without this special power. 

Mr. Harris. If the particular manufacturer were the only one who 
had the know-how at the particular time and you needed the parts 
quickly- 

Mr. Batuarp. In that case the worst that could happen is that 
the Government for a while would pay more royalty than some 
executive thought was good. 

I say that is not a catastrophe anyway. It might be a good thing 
for the public. But at the most it is a question of a few dollars for a 
little time until the Government gets its own plant going. 

Mr. Harris. A few dollars? 

Mr. Batitarp. A few dollars compared with what we pay for the 
things that do not bring us any benefit. 

Mr. Harris. Have you got any cases of that sort where it is only a 
few dollars? 

Mr. Battarp. | am speaking only of principle involved. 

Mr. Bryson. We have a theory being advanced now that it is to 
the best interest of the Government to disregard the procurement of 
war goods under competitive bid, disregard the low responsible bidder 
and go out and negotiate for the same type of goods at a higher price. 

Mr. Battanp. Was that in the form of a question? 

Mr. Bryson. I am just making a statement that that is under an 
order issued by Mr. Wilson. So as to absorb unemployment in some 
other communities, that the Government pay more for the same goods 
which it has already purchased under competitive bid, go out and 
disregard the competitive bid and buy the same goods at a higher 
price in order to absorb alleged unemployment oftentimes pre- 
cipitated by strike. 

Mr. Bauiarp. I do not feel qualified to comment on that sug- 
gestion, sir. 

Mr. Bryson. I did not ask you to comment. I am just making 
that statement myself. 

Mr. Battarp. My point as far as royalties go is this, that if for a 
time the Government had to pay prevailing commercial rovalty rates, 
it is not a very serious thing. That is even in wartime. 

Moreover, the Government always has the right to take over the 
patent completely under its power of eminent domain. That was the 
end of the thought I was trving to give at the moment 

We believe that permanent enactment of the.1942 law is unnecessary 
and undesirable. But the proposed law is much more than the 1942 
law, and much worse. 

For example: First, H. R. 2257 proposes to authorize an executive 
officer to tmpair not only the obligation of contracts between suppliers 
and patentees but also the obligation of contracts with patentees 
entered into by the Government itself. This is put into the bil by 
using the expression Dy or for the United States,” page 2, line 6, 
instead of the words ‘for the United States’ as in the 1942 law. 

And second, H. R. 2257 also would authorize the executive making 
the order reducing or eliminating rovalties to take into account, not 
only “conditions of wartime production” as in the 1942 law, but to 
take into account “all defense available to a defendant in a patent 
infringement action and such other conditions as may be determined 
to be appropriate by reason of governmental procurement as con- 
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trasted with nongovernmetnal procurement,” page 2, line 22 to page 
3, line 1. Almost anything could get in ella that language but, 
among other things it is an invitation to an executive officer who 
represents an interested party under a patent-license agreement to 
decide, ex parte, as to the validity and scope of the patent involved. 

Third, again, H. R. 2257 would put not only patent royalties at the 
mercy of the party due to pay them as in the 1952 law, but also any- 
thing which that party may regard as a “like charge,’ page 2, lines 
7, 14. 

Mr. Harris. Excuse me, Mr. Ballard, for the record, the patentee 
still has an opportunity to go to Court of Claims if he is dissatisfied 
with the decision. 

Mr. Bauuarp. I understand that. I am just now comparing the 
language of law. That is true under both laws. I am comparing 
the language of the old law with the new law at the moment. 

This language might be applied to many unpredictable things. 
Among other things it would probably apply to rental on machines, 
patented or unpatented, used by the Government or by the supplier 
in the manufacture of Government equipment: and, if to rental on 
machines, why not to rental on the shops where they are used, and so 
forth? 

These differences from the 1942 act are very substantial and make 
the bill much more drastic than even the old wartime law. Any sug- 
gestion then, that the proposal here is merely to reenact the old law 
must be regarded in the light of these facts. 

There are but three situations in which Government procurement 
may be concerned with the patents of others. 

These are, first, unlicensed use. When neither the Government 
not the contractor has a license under the patent, section 1498 of 
title 28 of the United States Code applies. This, as already noted, 
provides that when a patented invention has been made by or for 
the Government without license, the Court of Claims shall have 
jurisdiction to award the patentee his “reasonable and entire com- 
pensation” for the unlicensed manufacture and use. This means that 
the Government, unlike other infringers, is not subject to an injunc- 
tion to stop its use of the patented invention but must make a judi- 
cially determined restitution for the private property it has taken. 

Mr. Harris. This is again for the record. That method is a 
rather long and costly one. 

Mr. Bauiarp. For the patentee? 

Mr. Harris. That is right. And for the Government. 

Mr. Bauiarp. Probably so, sir. 

Mr. Harris. As an alternative method it might be all right, but 
don’t you think that for expeditious handling of the ease the admini- 
strative determination would be better? 

Mr. Bauuarp. I do, sir, if the determination is made by bargaining 
the same as anybody else would do it. I do not think it is good if 
it is made by an executive fiat, all on one side. 

Neither the 1942 Royalty Adjustment Act nor the proposed law 
has any application to that situation. They deal only with cases 
where there is a license from the patentee setting a rovalty. 

Second, where the Government has a license. In the second 
situation the Government has a license to make and use the invention— 
itself or through an agent—and has agreed to pay a specified royalty 
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to the patentee in consideration of the license. This is the situation, 
above-mentioned, where it is proposed to permit the Government to 
impair its own obligation under a license contract made by itself 
while at the same time holding the patent owner to his part of the 
bargain. ' 

Mr. Harris. That may be changed. That has been modified 
in the committee print. 

Mr. Batuarp. Is it already changed in accordance with the sug- 
gestion made here today? 

Mr. Harris. It has been changed in the committee print. 

Mr. Batuarp, That is a vast improvement. I haven’t had a copy 
of that print vet and I could not hear all that was said this morning. 
I understood that Mr. Brown was aiming at that point. 

Mr. Harris. Exactly, he did. 

Mr. Bautuarp. But I have to address myself to the bill as it was 
submitted to us. 

Mr. Harris. I make this observation for your information. 

Mr. Bauiarp. This provision in the draft before me would lead 
Government agencies to enter into license agreements without due 
study or care, or even in bad faith, knowing that the Government 
would not have to pay the agreed price anyway. 

Third, where the supplier has a license. In the third situation the 
Government orders supplied covered by a patent from a manufacturer 
who has a license agreement with the patentee under which he, the 
manufacturer, may make and sell the invention upon payment of an 
agreed rovalty to the patentee, the situation dealt with in the 1942 
law. The proposed law would authorize an executive official at any 
time to require the licensee under this contract to violate his agreement 
with the licensor, though made in good faith and at arm’s length— that 
is, it would permit such official to impair the obligation of ordinary 
commercial contracts between private persons. 

Even to state thus the effect of the proposed law upon the second 
and third situations just referred to would seem enough to condemn it. 

The bill contains two provisions—put in, perhaps, to make it 
appear less drastic—which deserve mention: 

Section 2 provides that the executive official must give notice of his 
intention to violate the contract for payment of the stated royalties 
and permit the patentee or other interested party to come and state 
his objections. What cold comfort. The victim is invited to spend 
his time, money, and effort to plead his case before a party with an 
admitted adversary interest and one who has already stated that he 
believes the case should be decided in his own favor. 

Section 4 provides that an executive official concerned with procure- 
ment may come to an agreement with a party aggrieved by having 
his royalties cut under section 2, or for like cause, ‘‘in full settlement 
and compromise of any claim * * * and for compensation to be 
paid * * * upon future manufacture, use, sale, or other distribu- 
tion of the invention.”” As to this we need only ask what possible 
good could it do the patentee to enter into a new agreement with the 
Government when the very law authorizing the agreement provides 
that the Government need not keep it. 

In a Communist Russia the obligation of a contract may mean 
nothing but in this country it has always been regarded as inviolate 
in the absence of fraud. The States, which retain all powers not 
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given to the Federal Government, are expressly prohibited by the 
Constitution from passing any !aw impairing the obligation of con- 
tracts, article 1, section 10 

Mr. Harris. That refers to the States? 

Mr. Batiarp. I say the States which retain all powers except those 
expressly given to the Government are expressly prohibited from 
doing that iniquitous thing. 

And in a case before the Supreme Court, Chief Justice Chase noted 
that Congress, having only delegated powers, has no power to pass a 
law impairing the obligation of contracts without constitutional 
authorization to do so, such, for example, as is given with respect to 
bankruptey. James Madison, writing in the Federalist, No. 44, 
stated that 

Bills of attainder, ex-post-facto laws and laws impairing the obligation of 
contracts, are contrary to the first principles of the social compact and to every 
principle of sound legislation. 

Daniel Webster, discussing legislative power to impair the obliga- 
tion of contracts, said: 


Acts of this nature are not the exercise of a power properly legislative. 


And 

To justify the taking away of vested rights there must be a forfeiture, to ad- 
judge upon and declare which is the proper function of the judiciary. 

Mr. Harris. I do not mean to interrupt. But I think we talked 
about that point with Mr. Brown and I think his reply was that this is 
going to affect future contracts. These people enter into a contract 
knowing that this law is on the books. 

Will you comment on that? How do you feel about that reply? 

Mr. Batuarp. Of course, it is much less iniquitous if | may use 
that word when applied to the future rather than the past because as 
you say, contracts will be made in view of the law. But we still have 
this arbitrary cutting off of an agreement once made by an executive 
who is not qualified by any possib.ity, is not qualified to fix a fair 
royalty. He is the party that is going to pay it. 

Mr. Harris. Do you think appeal administratively would be an 
answer to that objection? 

Mr. Batiarp. An appeal to somebody who can take a neutral 
position would be, of course, the answer. <A court is often too slow, I 
agree with that, unless we give the case special treatment. 

Finally, it is instructive to put aside details long enough to note 
what the net effect of this proposed law might be aside from its ethical 
and legal aspects. 

It would do nothing to increase or hasten production for Govern- 
ment purposes. 

It might in some cases reduce royalties payable by the Government 
while disputes were being settled, that is all. If we deduct from this 
saving the cost of time spent by executive officials in trying to decide, 
ex parte, what royalty is reasonable in each case and whether patents 
are valid, et cetera, it is doubtful whether the balance would be very 
considerable. 

Moreover, the reductions obtained by the strong-arm methods 
described in the bill might well be wholly unfair to the patentee. 
There is no certain way to determine what royalty is reasonable: and 
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if determined by the fellow who has it to pay the chances for justice 
are poor. Most patents never even pay their way. It is the fact that 
now and then a patentee really gets a good profit that makes other 
people eager to keep on inventing. It may well be that royalties 
greater than an executive official thinks proper would in the long run 
be a benefit to the public rather than a detriment. 

As part of a general attack on our patent system the bill is under- 
standable—-as an economy measure it is not impressive. 

Mr. Bakewe.u. This ts my first introduction to this legislation. 
It seems to me the purpose of it is to clothe the head of a department, 
governmental agency, with arbitrary authority to determine what the 
Government shall pay for a given product. 

Now, what is the necessity for the legislation, this legislation? 
Have there been instances where the Government has not been able 
to satisfactorily negotiate cost and price with industry? Or have 
there been instances where the Government has had to take and 
manufacture these inventions itself? 

Mr. Batiarp. I do not know of any cases where the Government 
has failed to get by negotiation to anything reasonable. 

Capt. Grorce M. Roni_itarp (patent adviser to the Secretary of 
Defense). May I answer that for you? 

In your first question with regard to negotiation, the royalties in 
view of the existing license are already fixed, so of course we carmot 
touch them. They are, of course, charged to the Government and 
without this type of legislation we cannot look at them at all. We 
either accept them or have to go out and find somebody else to 
manufacture. 

Mr. Bakewe.t. Then you must agree as Mr. Ballard has said 
that you are going to breach a private contract entered into by 
private individuals, are you not? 

Captain Ropiriiarp. Of course, that is an entirely different subject, 
getting into the question of whether the power exists. The truth 
of the matter is we are modifying the contract to that extent; yes. 

Mr. BaAKkewecv. You are actually changing it. 

Captain Ropittarp. Changing it, breaching it; we are leaving 
him to his remedy in the Court of Claims just as though he had no 
contract to start with; where he would be left if we went and obtained 
another source of supply. 

Now, going to obtain that other source of supply raises the interest- 
ing problem that our opponents, if We may so speak, are inconsistent 
because whenever we go to a different source of supply, they scream 
that we are advocating the infringement of patents and every time 
I issued an order when I was in the Department of the Navy authoriz- 
ing the infringement of patents they all descended upon me. So you 
see they are advocating that we infringe patents in one respeci if it 
hurts them if we are willing to pay the royalty; finding a second 
source of supply, we are confronted with the lag, the delay, and 
sometimes it is absolutely impossible to find a second source of supply. 

Mr. Bauuarp. So that, during that time, they would have to pay 
a prevailing rate. The Government insists on prevailing rates on 
wages and other things. 

Captain Ropr.arp. But we get back again to the problem that 
in negotiating a royalty agreement, in most instances it is based upon 
some prospective market. For example, take prior to the start of 
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the last war, Diesel engines were used in relatively few instances, 
Along came the war and overnight we built up a patrol-craft fleet 
which in 1944 had more personnel assigned to it than we had in the 
Regular Navy prior to the war and all of those vessels were propelled 
with Diesel engines. 

At the time the contracts were entered into for licenses under Diesel 
engines, no One ever anticipated that type of procurement. So the 
Royalty Adjustment Act gave the opportunity to go in, review the 
royalties, and try to reach an agreement as to what was a fair and 
equitable rate to the Government. 

Mr. Bauiarp. Of course, my suggestion as to that is that if the 
Government, about to make a million of these instead of a thousand, 
would go with the supplier to the patentee and say, look, we have a 
wholesale order here; will vou cut this rovalty down to something 
reasonable, because then we can go ahead and you will get your 
royalties; if you don’t the Government can make them itself; what 
do you think would happen? 

Captain Rospritarp. I will tell you. Some agree or will agree; 
many will not. 

Mr. BaLLarp. 1 would say that maybe a very few would not. 

Mr. Bryson. Thank you very much. 

Mr. Rose, will you come forward, sir, and identify yourself for the 
record? 


STATEMENT OF PAUL A. ROSE, CHAIRMAN, LAWS AND RULES 
COMMITTEE, AMERICAN PATENT LAW ASSOCIATION 


Mr. Rose. Mr. Chairman, my name is Paul A. Rose, Washington, 
D.C. Tam chairman of the laws and rules committee of the American 
Patent Law Association and authorized by the board of managers of 
the association to present this statement to the committee on H.R. 


2257. 


Mr. Bryson. Do you have copies for the committee? 

Mr. Rost. Yes, sir; 1 have filed 25 copies with the committee. 

Mr. Bryson. Proceed, Mr. Rose. 

Mr. Rose. Mr. Chairman and members of the committee, this bill 
has three main purposes. First, to repeal the existing Royalty Adjust- 
ment Act of October 31, 1942, and to terminate agreements in adjust- 
ment of royalties made thereunder; second, to provide permanent 
legislation effective at all times for the administrative adjustment of 
patent royalties pavable by or chargeable to the United States; and, 
third, to authorize the head of any department or agency of the United 
States which has ordered the manufacture, use, or sale of an invention 
to enter into an agreement, before suit, for the settlement or compro- 
mise of any claim against the United States for infringement of the 
rights of an inventor or patentee arising from such manufacture, use, 
or sale. 

The first and third purposes, embodied principally in sections | and 4 
of the bill, are constructive and are endorsed by the American Patent 
Law Association. Many agreements in adjustment of royalties made 
during World War II were made for the duration of the war with the 
expectation that thev would expire shortly after cessation of hos- 
tilities. However, they are still in effect due to the technical existence 
of a state of war to the detriment of patent owners who voluntarily 
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entered into these agreements during the period of hostilities. These 
patent owners should have relief and the first section of the bill 
accomplishes this purpose, and its approval is recommended. 

It is highly desirable that the heads of Government agencies have 
the authority to compromise and settle claims against the Government 
for patent infringement, rather than forcing patent owners in all cases 
to suit in the Court of Claims. Section 4 of the bill accomplishes this 
purpose and its approval is recommended. 

Mr. Bakewetnt. May [ask a question right there. You state it is 
desirable to have authority for the heads of the Government agencies 
to compromise this claim. Under this bill it is not a question of having 
authority to compromise. It is a question of their being able 
dictate, 

Mr. Ros. No, section 4 of the bill to which that statement ts ad- 
dressed is something quite apart from royalty adjustment. Take a 
case Where the Government orders some material which would involve 
infringing of a patent. If the supplier does not have a license under 
the patent, under section 1498 of title 28, the patent owner has remedy 
in the Court of Claims to seek compensation for the use of his tnven- 
tion. That is the only remedy provided under 1498, a suit in the Court 
of Claims. 

Under section 4 of this bill, the head of a department who ordered 
the material in the first place could negotiate a settlement of that 
patent claim and pay the patentee a reasonable amount for the 
unlicensed use of his invention. The section also provides in the 
latter part for the revision, and so forth, of agreements under the 
Rovalty Adjustment Act, but it has the very salutary purpose of per- 
mitting agreements in settlement of patent claims, quite apart from 
rovalty adjustment. That is why we are in favor of section 4. 

Now with regard to section 2 of the bill, the association is opposed 
to the enactment of any legislation, to be effective other than in times 
of war or national emergency during which a national program of 
stabilization of wages and prices is effective, which would authorize 
the Government or its officers to modify the terms of a private con- 
tract by ordering a reduction in the rate of rovalty pavable on goods 
or services furnished the Government by a:contractor by reason of the 
provisions of a preexisting license agreement between a patent owner 
and his licensee. Such license agreements, by and large, are entered 
into as a result of arm’s-length negotiation between a pate nt owner 
anda licensee, and rates of royalty are fixed as a measure of the value 
of the contribution of the invention and reasonable compensation to 
the patentee for the use of his invention. 

The rates of rovalty fixed by existing license contracts should not be 
subject to mandatory revision or curtailment by the Government in 
time of peace merely because the manufacturer-licensee happens to be 
or to become a supplier to the Government of the licensed tnvention, 
even though the volume of Government procurement might exceed 
the volume envisaged by the parties at the time of negotiating the 
individual license. 

For the conduct of the normal peacetime operation of the Govern- 
ment the Congress has been careful to provide laws requitmg compe- 
titive bidding in the award of contracts for procurement 6f services 
and supplies by the Government, and the contracting officials ean 
purchase supplies from any available source regardless of whether or 
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not a patent might be infringed. Under present law a patent owner 
may not sue a nonlicensed supplier of a patented item to the Govern- 
ment, but must seek compensation by way of suit in the Court of 
Claims for the unlicensed use of his invention by or in behalf of the 
Government. 

Also m normal peacetime there is not the urgency for immediate 
action which is present in time of war or national emergency, so that 
there is opportunity for contracting officials to inquire into the matter 
of rovalties to be paid by a prospective contractor and to endeavor to 
seck a voluntary adjustment between the licensor and licensee, if of 
the opinion that the royalties to be paid to a patent owner as the result 
of the contemplated procurement will be unduly large because of the 
volume involved. Failing in this the Government could in most cases 
obtain the material from an unlicensed source of supply and leave the 
patent owner to his remedy in the Court of Claims. 

I might interpose here that | am speaking now of peacetime oper- 
ation because there is not the urgency in procurement during peace- 
time which you have in wartime or time of national emergency. 

In any such case in which voluntary adjustment could not be at- 
tained, or a substitute or unlicensed source of supply could not be 
obtained, the net cost to the Government would im effect be sub- 
stantially reduced in any event by operation of the income tax laws 
which would siphon otf a large proportion of royalty income, as well 
as other mcome in the upper brackets. So that from the standpoint 
of actual cost to the Government, even though a rather substantial 
rovalty payment may be involved ia a large procurement order, the 
Treasury gets it back and puts it in one pocket even though the 
department which ordered the goods has to pay it out of its appropri- 
ation in the other pocket, so that in the final analvsis the act really 
protects the appropriation of a particular department more than it 
protects the public or the Government as a whole against excessive 
payments, because a good part of the payment is going to come back 
by way of taxes in any event. 

Another primary objection to such a law in normal peacetime is that 
patent royalties represent only one small factor in the computation of 
the cost of an item to the Government. Material and labor costs and 
profits represent the bulk of the price in any event. Since these are 
not subject to Governmental contro! and price-fixing in peacetime, it 
is submitted that Governmental control of the amount or rate of 
patent royalties would be an unjust and unwarranted discrimination 
ag ainst one class or . pe of property, that is, patents. 

During periods of war and national emergency, but only during 
such periods, it is to be expected, and in our view it is proper, that the 
Government regulate wages, prices and profits and the cost of any 
service or item necessary to a proper conduct of the war or build-up 
required by the emergency. In such periods, a law providing author- 
ity for mandatory adjustment of royalties payable on Government 
procurement is considered proper, since otherwise preexisting patent 
licenses providing for payment of stipulated royalties would have to 
be honored by contractors and the full royalty cost passed on to the 
Government. 

While it is realized that this legislation is desired by the Govern- 
ment for the purpose of giving the contracting officials more freedom 
in the making of contracts by providing them with the power to 
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modify the contract at any time as far as payment of patent royalties 
by the contractor is concerned, the association is of the opinion that 
more hari will result from adding to the special powers and privileges 
of the Government than will be gained from an attempt to ease the 
work of the contracting officials. The latter is apparently the prin- 
cipal benefit to be gained by the Government by the proposed legisla- 
tion, although the Government can be protected adequately by the 
contracting official doing his work properly as regards investigation 
of royalties to be paid prior to the award of the contract in most 
instances. Again | am speaking primarily of peacetime operations 
there. 

For these reasons it is the view of the American Patent Law Associa- 
tion that the bill H. R. 2257 in its present form should not be approved, 
but that the same should be amended to limit the application of the 
royalty adjustment and related provisions of sections 2, 5, 8, and 9, 
inclusive, of the act to those periods of war or national emergency 
declared by the President or the Congress during which a national 
program of stabilization of prices and wages is in effect. If so 
amended, the bill if enacted into law would subject patent royalties 
to control during periods when other goods, services and profits are 
under governmental control and thus would not single out patent 
royalties for discriminatory control in times of peace. 

Accordingly, the American Patent Law Association recommends 
that the bill be amended by adding to section 12 on page 9, the follow- 
ing sentence: 

Sections 2, 5, 8, and 9 of this Act shall be effective only in those periods of the 
existence of a state of war or National emergency declared by the President or 
the Congress during which a national program of stabilization of wages and 
prices enacted by the Congress is in force and effect. 

If amended as proposed, the American Patent Law Association 
would endorse the bill and recommend its passage. 

I would like to add one addition to this prepared statement and 
that is to make a comment on the amendment proposed by Mr. 
Brown of the Department of Justice. In his proposed amendment 
of the first section, he would have eliminated the language beginning 
at line 4 and ending in line 7. I do not think that we would be agree- 
able to such an amendment because one of the primary purposes of 
this section is to give relief to those patent owners who entered into 
settlement agreements during the war with the expectation that they 
would be terminated somewhere near the close of hostilities. They 
find themselves now still bound by those agreements some 7 years 
after termination of hostilities. I think that they should be given 
immediate relief, that it should not be a bilateral determination by 
further negotiation between them and the department with which 
they made the original agreement. They should be given immediate 
relief and those agreements should be terminated as provided in the 
first section. 

Mr. Harris. Don’t you think that the departments should be per- 
mitted to protect their interests? 

Mr. Rose. They can protect their interest if this bill is passed by 
examining those cases in which there is still some need and issuing 
an immediate notice before the act becomes effective, or immediately 
upon the act becoming effective issue a notice under section 2 and 
start a new proceeding to take care of any case in which accelerated 
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procurement requires the continuation of a reduced royalty rate, but 
the agreements made during the last war should be terminated now. 

Mr. Harris. Practically speaking, wouldn’t that hiatus raise legal 
and practical problems? 

Mr. Rose. I don’t think it will, because the act does not take effect 
until 90 days after enactment, and during those 90 days the depart- 
ments concerned can find out, if they don’t know now, the cases in 
which agreements entered into during the war relate to procurement 
where a reduced rate is still considered necessary. 

Mr. Harris. Mr. Chairman, may I ask Captain Robillard what 
he thinks about this? 

Captain Robillard, what do you think about this situation? 

Captain Rorittarp. May I express here my personal opinion? — | 
ought to be willing to go along with Mr. Rose if for no other reason 
than it would clear the books. We would start off fresh and know 
where we stand. I cannot see that it would do us a great deal of 
harm. As a matter of fact, I question whether or not the agree- 
ments would be valid anyhow because if vou repeal the old act, vou 
are repealing the authority under which they are made and there 
might be a lack of consideration and make them unenforceable anyhow. 
That is just a curbstone opinion, but it happens to be my present one. 

Mr. Harris. Mr. Brown, what do vou think about this question? 

Mr. Brown. Well, this, too, is just my personal opinion. Perhaps 
Captain Robillard is in a better position to appraise the effect that 
it would have than lam. But I think that it would be the safer policy 
to rewrite these contracts under section 4 as is provided in section 4 
bilaterally rather than unilaterally saying that all bets are off in 
respect to contracts entered into under the old act that are now in 
effect. 

Of course, there is a question there as to whether or not termination 
of the 1942 Rovalty Adjustment Act would automatically terminate 
the contracts entered into, Without further study—I do not believe 
that they should be automatically terminated with the repeal of the 
act because there are considerations from the Government to the 
patentee under such agreements as have been made and they were 
made with a law standing in a certain status. The repeal of that law, 
I fail to see how it would terminate those contracts. I think that it 
would be better to make the amendment, take that out of the first 
page because it is taken care of in section 4 with the proviso that they 
can be reappraised and new agreements substituted for those if they 
are found necessary. I think there is adequate safeguard there for 
both the licensee and the licensor. 

Mr. Harris. Wouldn’t it avoid a constitutional question if we do 
it the wav Captain Robillard suggests? 

Mr. Brown. I think that perhaps unilateral abrogation of the 
contract might present the same type of constitutional question that 
has been raised by others with respect to the 1942 act being retroactive. 

I think that I prefer personally and the Department has recom- 
mended that that language come out of page 1 in view of section 4, 
However, as I said, personally, I do not know but that there may be 
some merit to Captain Robillard’s position. 

Mr. Bryson. Thank vou very much. 

Mr. Rose. Mr. Chairman, I would like to add to that that the 
reason why we feel this should be done is because those agreements 
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were entered into for the duration of the war and 6 months in most 
cases, with the expectation that the war would be officially over a 
reasonable time after hostilities ended. Here, 7 years later, they are 
still in effect to the detriment of some patent owners, particularly 
in those cases where—I am thinking of one instance where the source 
of royalties was so widely scattered that it was impossible to determine 
which of the royalties came from Government procurement. During 
the war it was assumed that a great amount came from Government 
procurement so that a ceiling was put on the royalties to be received 
with a provision that any excess would be returned to the Treasury 
of the United States. 

Now, when the accelerated procurement due to wartime ended, 
the situation obviously was reversed so that the bulk of the rovalties 
received would have come from private operations. However, if the 
amount of royalties received in such a case exceeded the ceiling agreed 
upon the patent owner would be forced to still return to the Treasury 
the amount exceeding the ceiling that had been set, whereas 99 per- 
cent of the rovalties received might be coming from private sources. 
In such a case, that patent owner should receive immediate relief 
and not be forced to go in and bargain with someone in a Government 
department to attempt to demonstrate that his contract or agreement 
should be revised. If the procurement at the present time of that 
same patented item is substantial, then the people administering the 
act will be aware of it. They will have 90 days in which to prepare 
an immediate notice when this act becomes effective so that there 
will be no hiatus between the termination of the present agreement 
and the stoppage of what they would consider excessive royalties 
under this act. 

The Government cannot be hurt by terminating these agreements 
since the facts are known to those administering the act and the 
people concerned. The patent owners concerned should be given 
prompt relief and not be forced to negotiate an agreement which 
may take another 6 months or longer, particularly since the people 
that they would have to negotiate with are busy on other matters 
and the negotiations could drag out a considerable time and the 
agreements would of course continue in effect during that time. 

Mr. Harris. Mr. Rose, you suggest that this permanent legislation 
be enacted for a period of national emergency, is that not true, and 
since we are presently in a period of national emergency, aren’t these 
contracts necessary during this period? The Department of Defense 
would be in a much better position with the power to modify the 
contract than it would be in if we eliminated the contract altogether 
in this period between acts during this national emergency. Would 
it not put the burden on the Department to reestablish these contracts? 

Mr. Ross. I think it is better to terminate the agreements because 
a lot of them are not involved in procurement at the present time, 
conceivably; and the people administering the Rovalty Adjustment 
Act at the present time know the situation as regards rovalties now 
being paid and they could very well be in a position to take care of 
this situation when this act becomes effective. 

Mr. Bryson. Thank you very much, Mr. Rose. 

The next witness is Mr. Milans. Come forward, please, sir, and 
identify yourself for the record, 
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STATEMENT OF ROBERT S. MILANS, CONTRACT AND ROYALTY 
NEGOTIATIONS BRANCH, PATENTS DIVISION, OFFICE OF 
NAVAL RESEARCH 


Mr. Mirans. My name is Robert S. Milans. I am the head of 
the Contract and Royalty Negotiations Branch, Patents Division, 
Office of Naval Research, Department of the Navy. 

Mr. Chairman and gentlemen of the committee, I have been desig- 
nated by the Department of Defense to testify on H. R. 2257, in 
view of the fact that I have been closely associated with the rovalty 
adjustment activities ef the Army, Navy, and Air Force for over 
S's vears. From August 1943 until October 1945 I was attached to 
to the Royalty Adjustment Board of the Air Forces. From October 
1945 until April 1946 I was on duty with the Procurement Judze 
Advocate of the War Department and in charge of reviewing all 
royalty adjustment agreements entered into, or orders issued, by the 
War Department pursuant to the Royalty Adjustment Act of Octo- 
ber 31, 1942. From April 1946 to date I have been in charge of the 
administration of all rovalty adjustment matters involving the Navy 
Department. . 

I have here a number of copies of the act of October 31, 1942, 
which I will be glad to pass out if it will be of any help to the com- 
mittee for purposes of reference. 

Mr. Bryson. We will be pleased to have them. 

Mr. Minans. I also have a relatively short prepared statement 
which I would like to read with the thought in mind that it might 
expedite this portion of the testimony. 

H. R. 2257 would repeal and reenact as permanent legislation, 
with certain modifications, the Royalty Adjustment Act of October 
St, 1942, which is a wartime measure intended to remain in force 
only during the continuance of the present war and for 6 months 
after its termination. 

This bill provides that whenever a patented or unpatented inven- 
tion is manufactured, used, or sold for the United States subject to 
a royalty which is believed to be unreasonable or excessive by the 
head of a Government agency concerned, that all parties having a 
beneficial interest in such rovalty shall be notified of such fact. 
Within a reasonable time thereafter and after a hearing if requested 
by any interested party, the head ef the Government agency con- 
cerned may by order fix and specify such royalties as are determined 
to be fair and just and authorize the payment thereof by the licensee 
to the licensor. The licensor’s sole and exclusive remedy if he be- 
lieves himself injured by any order is by suit against the United 
States to recover such sum, tf any, as when added to the royalties 
fixed and specified in the order will constitute fair and just compen- 
sation to the licensor. The bill also provides for settlement agree- 
ments in adjustment of rovaliies and for supplemental agreements 
modifving such agreements in the light of changed circumstances. 

H. R. 2257 as proposed is a substantial improvement over the 
Royalty Adjustment Act of October 31, 1942, in that it overcomes 
certain administrative difficulties encountered in operating under 
this act and protects the licensor against any inequities occasioned by 
changed circumstances after entering into a settlement agreement. 

Some of the administrative difficulties encountered in operating 
under this act, October 31, 1942, related to the applicability of the 
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act to assignments calling for running royalties, the issuance of notices 
and orders by a multiplicity of agencies, the segregation of royalties 
after the issuance of a notice and the time for requesting and setting a 
hearing. These difficulties are overcome by H. R. 2257 in that the 
bill would through the use of the terms “payor” and ‘‘payee’’ cover 
not only licenses but also assignments calling for the payment of 
running royalties to an assignor, allow an agency to issue a notice or 
order on behalf of the Government as a whole, permit the licensee to 
collect and require segregation of rovalties after issuance of a notice, 
and provide greater flexibility as to the time for requesting and setting 
a hearing. 

fxperience under the existing act has shown that settlements made 
today may become inequitable tomorrow due to changed circum- 
stances, such as a marked change in the ratio of Government to non- 
Government procurement. This is recognized by Public Law 694, 
Eighty-first Congress, second session, giving department or agency 
heads the right to modify or terminate certain license agreements. 
The present bill provides similar rights with respect to settlement 
agreements and thus protects the licensor. 

- During World War II it was found that numerous Government 
contractors were manufacturing under license agreements by which 
they were obligated to pay royalties based upon returns appropriate 
to periods of normal production. While the royalties for these periods 
were fair and reasonable, in many instances they became unreasonable 
or excessive when applied to the enormous increase in production 
during the war period. Since excessive royalties required to be paid 
by the contractor were passed on to the Government, legislation was 
sought to remedy this situation which resulted in the act of October 
31, 1942, under sections 1 and 2 of which fair and just royalties could 
be fixed taking into account the conditions of wartime production. 1 
Any reduction in royalties effected under this act inured to the benefit 
of the Government by way of a corresponding reduction in the con- 
tract price or by way of refund if already paid to the licensee. 

In operating under this act during the period from 1942 to mid-1945 
some 2,800 cases were examined for excessive royalties which resulted 
in some 500 settlement agreements voluntarily entered into by licen- 
sors, the issuance of some 40 orders and estimated savings totaling 
well over one half billion dollars by June 30, 1945. Many of these 
voluntary agreements in adjustment of royalties have terminated and 
the remaining voluntary agreements with but few exceptions will 
terminate 6 months after the end of the present war. A number of the 
orders issued under the act are also no longer in force as a result of 
settlement agreements voluntarily entered into after the issuance of the 
orders. 

The Government is now committed to a defense program of con- 
siderable proportions and production of munitions is being expanded 
aad accelerated. As an indication of the magnitude of the build-up 
it may be noted that during the first 2% years of World War II the 
United States produced about $90 billion worth of munitions valued 
at about $150 billion in 1951. Under current rates of defense expendi- 
tures it is estimated that the production of munitions for the 2 years 
since mid-1950 will reach a total of about $60 billion at the end of 1952. 
Thus, if the two periods are compared in terms of mobilization effort 
on the basis of 1951 dollars, the present mobilization effort is over 
one-third of that in World War II. The conditions, therefore, which 
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prompted legislation resulting in the act of October 31, 1942, are again 
present. 

In view of the current substantial increase in military procurement 
and the prospect that the national economy is facing a period of 
expanded production for defense purposes for many years to come, the 
enactment of H. R. 2257 is recommended so that the Government may 
be protected against the payment of excessive royalties which are 
based upon royalty rates appropriate to periods of normal production. 
While House Joint Resolution 386 would continue sections | and 2 of 
Royalty Adjustment Act of October 31, 1942, in force until 6 months 
after the termination of the national emergency proclaimed by the 
President on December 16, 1950, the enactment of H. R. 2257 is 
preferred for reasons already noted. 

That, sir, is the end of my prepared statement. 

Mr. Bryson. Captain Robillard. 


STATEMENT OF CAPTAIN GEORGE N. ROBILLARD, PATENT 
ADVISER TO THE SECRETARY OF DEFENSE 


Captain Rorituarp. Mr. Chairman, we got called apparently in 
inverted order, All I have to say is that the Department of Defense 
favors the enactment and I was to introduce Mr. Milans in view of his 
long operating experience but T would be pleased to answer any ques- 
tions. 

Mr. Bryson. You have been responding splendidly. We appre- 
ciate having you here. 

Do you have a statement? 

Captain Ropittarp. No, sir; the statement is for the entire Depart- 
ment, 

Mr. Bryson. You concur in that? 

Captain Ronititarp. We concur in it. We concur also in the 
amendments made by the Department of Justice. 

Mr. Crumpacker. | would like to ask if vou have ever made use of 
the right of eminent domain to try to obtain the use of patents that you 
are having difficulty obtaining, reaching agreement on royalties? 

Captain Rorir~tLtarp. That is what I mentioned before, where we 
authorize infringement where there is no existing license agreement, 
and go to a second source of supply, the license owner, the patent owner 
is left to his remedy in the Court of Claims. We do use it and have 
used it. 

Mr. Crumpacker. You feel that that method is unsatisfactory, 
particularly in wartime? 

Captain RopiiLarp. Particularly in wartime, sir, where we want to 
go to a manufacturer who is already in production on a particular 
item. Then time is of the essence and we do not want to go out hunt- 
ing up a second source of supply or setting up or establishing another 
plant which in the long run is extremely costly procedure. 

Mr. Harris. Mr. Chairman, may I ask Captain Robillard one 
question? 

Are you in accord with the suggestion of Mr. Rose of the American 
Patent Law Association as to the period in which the act should con- 
tinue in effect, that is, the emergency period? 

Captain Rorittarp. The Department of Defense would have no 
objection to this being limited, but we would like a little more specific 
statement than Mr. Rose had, that is, we would prefer the procla- 
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mation of a national emergency or state of war to his stating when 
stabilization legislation was in effect, because it would be pretty diffi- 
cult to determine when stabilization legislation starts. If it started, 
for example, price control on automobiles, would the act come into 
effect or not? So if it were more definite or more definitive, we would 
know when it started and when it ended. | think that his amend- 
ment would be perfectly satisfactory to the Department of Defense. 

I think we could work out such a definitive amendment. 

Mr. Bryson. No doubt you and Mr. Rose would get together on 
the proper language. 

Captain Ropittarp. If the committee so desires we would be 
happy to. 

Mr. Bryson. Thank vou, sir. 

Mr. Cerstvik is our next witness. 


STATEMENT OF STEPHEN CERSTVIK, PATENT COUNSEL, EASTERN 
DIVISIONS BENDIX AVIATION CORP., ON BEHALF OF AIR- 
CRAFT INDUSTRY ASSOCIATION 


Mr. Cersrvix. Mr. Chairman, my name is Stephen Cerstvik. 1] 
am patent counsel for the eastern divisions of Bendix Aviation Corp., 
but I am appearing on behalf of the Aircraft Industry Association, of 
which Bendix is a member. 

I would just like to make some comments along the line of my 
prepared statement which has been filed with your committee, to 
save time. 

Mr. Bryson. We are trving to determine and avoid, if we can, an 
afternoon session and we bave only one other witness after you, 

Mr. Cersrvik. I will try to make it very brief, and before I go to my 
comments alone the line of my statement, I would like to revert to 
Mr. Rose’s testimony and the recommendation of the American 
Patent Law Association to have the agreement under the wartime 
Rovaltvy Adjustment Act terminated at this time. I have a specific 
example right in line with the recommendations of the American 
Patent Law Association. 

Our company held an exclusive sublicense in the aviation field from 
a sublicensor who had the principal exclusive license from the patent 
owner. The royalty rate, I] believe, was $2, which the patentee re- 
ceived. Our licensor received a higher royalty from us and then passed 
on $2 of it to the patentee. Under the wartime act, he entered into an 
agreement with one of the armed services agreeing to a royalty of 25 
cents per instrument for the duration of the war and 6 months there- 
after. 

Even though we gave up our exclusivity and waived royalties that 
we might receive under our own patents, nevertheless, when hostilities 
ceased the procurement agency involved insisted on paying only the 
25-cent rovalty on the ground that the war was not vet over. They 
were sticking to the technical meaning of the duration of the war, 
namely, until a peace treaty was signed, so that from January 1, 1946, 
when the President officially proclaimed the end of hostilities, he 
still received only 25 cents per instrument until the patents expired 
I believe it was March 1951. The procurement during that period 
was very small. In fact, it was almost insignificant to what it was 
during hostilities. Yet he had to accept only the 25-cent rovalty 
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and could not get the $2 royalty even though the principal sublicensor 
or exclusive licensee of the patentee had agreed to waive its share of 
the royalty. 

There is an example where the patent had not yet expired. In 1951, 
the patentee would still be getting only 25 cents under the agreement 
that he entered into with the Government. 

He was also under the belief that duration of the war meant what it 
means to most laymen, that once hostilities cease, that is the end of it, 
but he was stuck with the technical definition of it and had to take 
only the 25 cents royalty in lieu of the $2 royalty. 

In view of that I am sure our association would agree with the 
American Patent Law Association, its recommendation to have such 
agreements terminated, and not wait until a treaty is actually signed 
with all the enemy countries which to date has not vet happened. 

Mr. Harris. Do you think if we limited the bill to a period of 
hostilities instead of a state of war it would be more satisfactory? 

Mr. Crersrvik. Yes, sir. 

Mr. Harris. And solve the problem? 

Mr. Cersrvik. In fact, that is our recommendation in connection 
with this proposed bill now, instead of having a permanent peacetime 
Rovalty Adjustment Act, it should be limited to wartime, the same as 
Congress grants the President certain powers during a war which it 
would not grant him in time of peace. 

Mr. Harris. But if vou are limiting it to wartime instead of-a 
period of hostilities, aren’t you getting into the same difficulty? 

Mr. Cerstrvrk. Yes. We would define, instead of wartime meaning 
until a peace treaty is signed, during hostilities in a war in which the 
United States is involved. 

Mr. Harris. What do you think about Mr. Rose’s suggestion 
concerning the period of emergency? 

Mr. Crersrvik. Well, that is difficult to say: What is a national 
emergency? 

Mr. Harris. As declared by the President. 

Mr. Cerstrvik. But it may be for other reasons and not because 
we are involved in a war and it may not affect procurement at all. 

Mr. Jones. National emergencies are becoming permanent around 
here. 

Mr. Cerstvik. I do not believe the one declared in 1939 has been 
withdrawn. There have been others proclaimed since then. The 
term, “national emergency,’ could mean almost anything: Flood, 
strikes, riot, or what have you, not necessarily a war. So I believe 
any legislation of this type should be limited to hostilities in a war in 
which the United States is involved. 

Mr. Harris. How about a national emergency involving the na- 
tional security? 

Mr. Crerstrvik. Again, I do not know what that could mean. 
National security——we have national security preventing information 
from getting to the hands of our enemies without involving procure- 
ment, necessarily. It might involve it in preparation for a war but 
it could involve a lot of other things having nothing to do with ab- 
normal procurement such as is required during hositilities when we 
are involved in a war; and that procurement being reduced to almost 
nothing after the cessation of hostilities, even though peace treaty 
has not been signed. 
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You take on VJ-day, all the Government contractors were notified 
by telegram that all contracts are canceled as of that date. So that 
none of the people in the aircraft industry and other industries that were 
supplying the Government with certain products had any business. 
Then of course the Government began to let new contracts in relatively 
small quantities so that the factories could open up again and start 
manufacturing, but certainly not on the large scale that they were 
prior to VJ-day. 

Mr. Harris. Well, Mr. Milans testified just a little while ago about 
the increase in procurement running into a third of what it was during 
World War II. Under these circumstances, don’t you think that the 
Government needs at least some protection during this period? 

Mr. Cerstvik. Yes; which is during hostilities. 

Mr. Harris. We don’t have hostilities now? 

Mr. Cerstvik. That is a matter of opinion. I believe we have 
hostilities but an undeclared war. We do have hostilities. 

Mr. Harris. We run into problems of interpretation there be- 
cause—carrying your suggestion to its logical extreme—you may 
have hostilities around the country to which we send a police force 
to quell a disturbance, whatever it may be. Then it is a matter of 
language as far as you are concerned. 

Mr. Cerstvik. That is right. 

Mr. Harris. You suggest we tie it down to a period in which we 
are actually in a first-class war. 

Mr. Cersrvrk. That is right. When vou have production to such 
an extent that nobody would have expected a peacetime volume. 
As a matter of fact, it has been the general rule and not the exception 
where, in the aircraft industry and I am sure in other industries, manu- 
facturers waived royalties during hostilities and granted new licenses 
rovalty-free to other manufacturers to produce their own products 
under Government prime contracts. That certainly has been the 
case with our company, Bendix Aviation, and it adopted that same 
policy a year ago January and issued a statement to the armed serv- 
ices that during such times as now when we have this trouble in Korea, 
Bendix will grant royalty-free licenses under its patents and_ will 
furnish technical assistance and information at cost. In other words, 
be paid for its know-how; but we are having difficulty even collecting 
that. The procurement agencies say, well, we don’t mind you getting 
something but we don’t want to pay so much as you want. All we 
are asking is for payment for know-how and for out-of-pocket ex- 
penses but no royalty under patents. They claim any payment that 
we require is in the nature of a royalty. In time of war there is very 
little difficulty with industry in particular . Some of the difficulty 
may be with individual patent owners who are collecting royalties 
from the manufacturers. But they have then set a ceiling that the 
man can receive—only so much per vear as a maximum—and not 
affecting the royalty rate as such, but only the aggregate amount which 
he can receive during any 1 vear during hostilities. And if any legis- 
lation of this type is necessary during peacetime, then there should 
be some provision made for a minimum royalty rate and also for some 
maximum amount that the licensor can receive. So that if you are 
going to have this law in peacetime, we have recommended that the 
royalty rate be not less than 5 percent, which is a reasonable rate, 
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and one that is used generally in the aircraft industry and a lot of 
other industries. 

Mr. Harris. You are suggesting that for peacetime? 

Mr. Cersrvik. In peacetime. 

Mr. Harris. When you step up production, wouldn’t you auto- 
matically be increasing the amount? 

Mr. Cerstrvik. Then in hostilities set the ceiling. You cannot set 
a definite ceiling in each case because it then depends on the product 
and the quantity that is being purchased by the Government. But 
under the present bill, you will find that language in several places, 
royalty rates or other payments, if any, the implication being that 
payments could be reduced to zero if somebody in the procurement 
agency involved thinks that the patent is invalid, although it has not 
been so held. Further, it is the general rule for any prospective 
licensee, before he takes a license, to make a search and determine 
whether or not the patent has any chance of being upheld, as being 
valid, in the event suit is brought before he takes a license. 

If he finds from his own search that the patent would probably 
be held invalid in view of prior art, he would not take the license. 

Mr. Harris. Don’t you have the right to go to the Court of Claims? 

Mr. Cursrvik. That is an expensive proposition particularly for 
an individual patentee. 

Mr. Harris. If the administrative agency thinks it is invalid? 

Mr. Crerstvik. Then he has to go to court which is expensive and 
time consuming either under this bill or the so-called 1910 act which 
is now called, I believe, the Court of Claims Act, section 1498. He 
still has to go to the Court of Claims. 

Now, that legislation is all right because it does not interfere with 
agreements, license agreements; that is where the Government just 
uses an invention, and no license agreement is involved, and the 
patent owner may sue the Government in the Court of Claims for 
reasonable compensation for such use. 

But here, somebody arbitrarily says, he won't allow any royalty and 
the only thing we can do then is again go to the Court of Claims al- 
though we have a valid contract where both parties agreed as to the 
reasonableness of the royalty rate—-and vet the Government can 
come in and Say, well, we don’t think that is reasonable. It is a 
matter of opinion. Sometimes those things are handled by people 
who have had no experience with patents or with license agreements. 
The individual himself thinks, well, 5 percent is a high royalty, maybe 
even 2 percent is a high royalty in his opinion. So he cuts it down 
or he may think, well, this fellow has received enough, we will cut 
it down to zero and give no more royalty. 

Mr. Harris. That is subject to review in a Court of Claims? 

Mr. Cersrvikx. That is right; but why should he be put to the 
expense of going to the Court of Claims and when he does, if he gets 
an award, the cost of litigation may be more than the award he gets, 
so what does he get out of it in the end? 

Mr. Harris. Do you think administrative appeal would solve that 
problem? 

Mr. Crerstrvik. Probably, but the point is that in peacetime there 
should be no adjustment of royalties. But if necessary, then some 
provison should be made where the man would not be deprived of all 
of his royalties, as is possible under the bill as it now reads. 
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Mr. Harris. In peacetime? 

Mr. Crerstvik. Peacetime, that is right. 

Mr. Harris. Would you put a top on the royalties? 

Mr. Crerstvik. A top on the royalty rate in peacetime and top on 
the aggregate amount per year in wartime. 

Mr. Harris. If it is only a top, how would that protect him? In 
other words, he can get less; he can’t get any more. 

Mr. Cerstyik. The way it would be worked is that he cannot col- 
lect more than a certain amount. He can collect up to a certain 
amount. I believe that is the way they operated under war orders 
that were issued and particularly in individual patent owner cases 
where they said $25,000 a year or $50,000 a year, and nobody objected 
to that in time of war. But in time of peace, there should not be any 
limit and certainly no reduction in the royalty rate beyond 5 percent. 

As to the constitutionality, I believe you raised that question and 
it was answered by Mr. Brown. The wartime Adjustment Act has 
been attacked on the grounds of its being unconstitutional, but the 
constitutionality was upheld because it was a wartime act. And 
again it is In the nature of a War Powers Act giving the President the 
right to do certain things which he does not have the right to do in 
peacetime. Therefore, the constitutionality of a peacetime royalty 
adjustment act may be seriously questioned. 

Mr. Bryson. You think a different test would obtain? 

Mr. Crrstvirk. Entirely different test. It has not gone up to the 
Supreme Court, the attack on the Wartime Royalty Adjustment Act. 
It did go to the Court of Appeals in two cases and it was upheld but 
it was a wartime act. Whether it would be upheld, whether this pro- 
posed legislation would be upheld, is another question because it does 
interfere with contracts, abrogates private contracts and gives to any 
Government agency or department the right to determine the validity 
or the reasonableness of the royalties which have been agreed to be- 
tween two parties as being reasonable, or they would not have entered 
into the agreement. 

Mr. Bryson. I do not want to cut you off, sir, but we have no right 
to sit now as the House is in session and we have no permission. Do 
you have some other testimony to give or could you submit 

Mr. Cerstvik. I had not intended to read the prepared statement 
but if it may appear in the record- 

Mr. Bryson. Very well. 

(The statement referred to is as follows: ) 

The Aircraft Industries Association of America is opposed to the enactment 
of H. R. 2257 because its tenor is to entirely eliminate patent royalties from 
Government procurement. The bill is also objectionable because it permits 
arbitrary interference with existing contracts and particularly license contracts 
for the use of inventions and patents. 

If H. R. 2257 be enacted it will, in effect, give the Government a preferential 
price position with respect to its procurement. 

If H. R. 2257 is found necessary, it should provide some standard for payment 
of rovalties for the use of inventions by the Government. 

Furthermore, the power to adjust or reduce royalties should be limited to the 
Department of Defense and its branches, the Army, Navy and Air Force. 

One of the principal objections to H, R. 2257 is that the Royalty Adjustment 
Act of 1942 (35 U. 8. C. 89-96), which was adopted as an emergency war meas- 
ure, would become, in a more stringent form, permanent law upon the enactment 
of this bill. HH. R. 2257 isa striking example of the continued encroachment upon 
the rights of individuals by the adoption of temporary, emergency measures and 
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the later conversion thereof into permanent law. In its proposed permanent form 
this legislation is entirely unnecessary. 

It is well known that industry at large exchanged patent licenses during the 
war without expectation of royalty payments either from the Government or 
from those practicing inventions for the Government. The aircraft industry, 
generally, made no attempt to collect royalties from its members or from industry 
as a whole during the war period. Many instances can be cited where free 
licenses were voluntarily given to aircraft manufacturers by members of industry 
effective for the period of hostilities. This practice was the rule rather than 
the exception. The Government now proposes to continue the practice of 
arbitrarjly reducing royalties under a law which is substantially the same as one 
which was enacted as an emergency measure only. 

Under the present renegotiation law, and the price revision clauses contained 
in Government contracts, this legislation is believed to be unnecessary. The 
isolated instances in which royalties may be deemed excessive after taxes, renego- 
tiation, price adjustment, and the like, are believed to be so few that they will 
not justify the expense of setting up Government boards to administer Jegisla- 
tion such as H. R. 2257 

2. H. R. 2257 enables the Government to completely nullify, so far as Govern- 
ment procurement is concerned, private contracts or licenses negotiated at arm’s 
length. It may be assumed that the licensee has every reason to believe that the 
patent under which he is accepting a license and agreeing to pay rovalties is 
valid, and yet this bill proposes to nullify, or very materially restrict, the opera- 
tion of such licenses or contracts entirely at the will and arbitrary determination 
of an official of any administrative department or agency of the Government. 

3. The original Royalty Adjustment Act of October 31, 1942 (35 U. S. C, 
89-96), was strictly an emergency measure and was predicated on the assumption 
that abnormal procurement by the Government would produce unreasonably 
large royalty payments at rates based on normal commercial business. This was 
conceded to the committee by Government witnesses who testified in favor of 
the bill, H. R. 2477, considered by the Fighty-first Congress. The economy 
expected to be accompiished by the enactment of H. R. 2257 may be questioned 
under the present tax laws because it is doubtful if the Government would save 
more by reducing royalties than it would receive in taxes on royalties at normal, 
unreduced rates. The licensor or the owner of a patent, if allowed to collect all 
the royalties due at the normal rates, would in the final outcome, probably gain 
nothing but the privilege of receiving the royalties since he must deliver the 
major portion of them to the Government in the form of taxes. 

{. The phrase ‘“‘taking into account all defenses available to a defendant in a 
patent infringement action” in section 2, H. R. 2257 authorizes the head of any 
administrative department, agency, or bureau of the Government to pass on and 
decide the validity of a patent, thereby substituting an administrative agent or 
officer of the Government for the United States courts which heretofore have had 
sole and exclusive jurisdiction of all questions touching on the validity of patents. 
In short, the head of any agency or department of the Government may cate- 
gorically declare a patent invalid and stop the payment of royalties without any 
immediate appeal or review of his action. 

Moreover, section 2 would place one administrative agency of the Government 
in a position to review and nullify the act of another agency of the Government. 
Thus, when the Patent Office, after an examination and search, grants @ pre- 
sumptively valid patent, the head of any other agency of the Government can, 
by his ex parte opinion alone, hold that patent invalid and order that the payment 
of royalties cease, notwithstanding that the licensees, by the act of accepting a 
license, had considered it valid. 

The power reposed by this bill in the executive and administrative officials of 
the Government is entirely arbitrary and places all patent royalty agreements 
at the mercy of the whims and economic fancies, ideas, and theories of the heads 
of governmental departments or agencies, with no immediate right of appeal 
or review. 

In the hearings before this committee on H. R. 2477 introduced in the EFighty- 
first Congress and which is identical to H. R. 2257, a representative of the Depart- 
ment of Justice conceded that section 9 could result in a double penalty or royalty 
reduction and admitted the inequity of this. It was then suggested by this rep- 
resentative of the Department of Justice, on page 81, report of hearings on H. R. 
2477, that section 9 be amended by including the following language to wit: 

“However, on the same facts and circumstances either said act or this act may 
be applied, but in no event shall both be applicable.” 
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5. The present bill not only authorizes a downward reduction of royalties, 
but by section 9 preserves the right of renegotiation to the Government. Thus 
royalties payable on Government procurement can initially be reduced by the 
head of a Government department or agency and thereafter be again reduced 
under the Renegotiation Act. 

6. H. R. 2257 emphasizes the difference between governmental procurement and 
private or commercial sales of the patented article and, by inference at least, pre- 
serves or leaves to the patentee the royalties payable on private or commercial 
sales without interference by the Government. As a practical matter the royalties 
of private or commercial sales can be seriously reduced, if not entirely eliminated, 
by governmental procurement. Procurement for the Government, especially in 
time of war, by its very nature usually results in the Government having huge 
surplus stocks on hand when hostilities cease and the Government asserts and 
claims the right to dispose of these surplus stocks and does so at prices consid- 
erably below the normal or customary commercial prices, 

Under these circumstances the patentee not only can lose a large proportion of 
his royalties on governmental procurement by operation of H. R. 2257, but can 
also lose royalties which he otherwise would receive on commercial sales because 
of the preferential position of the Government in disposing of its stocks in the 
commercial market at prices the patentee or his licensee cannot hope to meet 

Moreover, modern war suspends most, and in some instances all, commercial 
business, so that the patentee must rely almost entirely on governmental procure- 
ment in time of war for his reward and compensation, and for some years after 
hostilities cease he must reconcile himself to greatly reduced royalties because of 
competition from the Government. 

From the foregoing it will be apparent that the operation of H.R. 2257 can be 
confiscatory. 

If the judgment of this committee is that a law for the control of royalty pay- 
ments on governmental procurement is desirable or necessary and that the Gov- 
ernment should thereby be placed in a preferential price position as against private 
procureent and industry, and that private license contracts negotiated at arm’s 
length should be nullified, so far as governmental procurement is concerned, by 
ex parte action of the Government, it is respectfully suggested and urged that 
H. R. 2257 be amended as indicated in the attached copy thereof. 

It. is the opinion of the Aircraft Industries Association that a definite standard 
minimum should be established in the bill for the guidance of the Government 
administrators having jurisdiction over the reduction of royalties. This standard, 
that is, 5 percent of the price to be paid by the Government for each invention in 
normal times, and an equitable minimum royalty for each invention in time of 
actual hostilities during a war, is defined by the proposed amendment to section 2 
as a minimum below which the royalties may not be reduced. This minimum, 
or one like it, would prevent confiscation and would recognize the right of the 
patent owner to compensation for the use of his invention. This would encourage 
the making of inventions for national-defense purposes. It also would recognize 
the difference between normal and abnormal procurement. 

Moreover, it is believed that the power to reduce royalties should be confined to 
the military departments of the Government and should not be indiscriminately 
placed at the disposal of the heads of all departments or agencies of the Govern- 
ment. Since the Department of Defense, Army, Navy, and Air Force are prin- 
cipally concerned with abnormal Government procurement this power should be 
limited to these departments. Should any other department or agency of the 
Government desire to take advantage of the provisions of the bill it could do so 
through one of the specified military departments. 

Section 9 of the bill should be stricken as being wholly unnecessary. After 
having had his royalty payments reduced by the operation of H. R. 2257 the patent 
owner should be left in peace with these reduced royalties and not be subject to 
further reduction by later renegotiation. 

Mr. Chairman, I have the bill worked out as our association thinks 
best with the suggested insertions underlined and the suggested dele- 
tions lined out. I would like this incorporated in the record for what- 
ever use the committee may see fit. 

Mr. Bryson. The bill may be inserted at this point. 

(The bill referred to is as follows:) 
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[Suggested new matter in italic, linetype to be omitted] 
H. R. 2257 


A BILL To provide for the adjustment of royalties and like charges for the use of inventions for the benefit 
of or by the United States, and for other purposes 


Be it enacted bythe Senate and House of Representatives of the United States of 
America in Congress assembled, That the Act of October 31, 1942 (56 Stat. 1013— 
1015, 35 U. 8S. C. 89-96), be, and it hereby is, repealed and that all agreements in 
adjustment of royalties or otherwise made thereunder be, and the same hereby 
are, terminated as to future force and effect: Provided, however, That, as to pro- 
ceedings initiated by and now pending under notices previously issued and as to 
rights accrued or liabilities incurred prior to repeal thereof, the provisions of 
such Act shall be treated as remaining in full force and effect for the purpose of 
concluding, settling, sustaining, qualifying, or defeating any pending matter, 
suit, or claim thereunder. 

Src. 2. Whenever an invention, cither patented or unpatented, shall be 
manufactured, used, sold, or otherwise disposed of by or for the United states, 
subject es a royalty or like charge therefor believed +o be anrenseoneble er ex 
cessive by the dread of He depertent of agener of the Gerernitent adieh bets 
ordered teh rntfeettee: tse: sithe: oF other disposition: He bette of Hie dept 
ment or agenes of the Gerernmernt coreermed, Ht behalf of steh aeener std 
and the De partments of Defense, Army, Navy, and Atr Force, or any one of them 
helieve or be lie DES such royalty or charge lo he unreasonable or ercesst ¢ hecause if 
greater than 5 per centum of the price contracted to be paid by ihe Gevernment in times 
of peace, and a minimum annual royalty in time of actual hostilities during a war 
involving the United States, for each such invention manufactured, used, sold, or 
otherwise disposed of by or for the United States, the Department which has ordered 
such manufacture, use, sale, or other dispesition and the Government as a whole, 
shall give written notice of such fact to all known parties having a beneficial 
interest in such royalty or like charge, whether as payors or payees thereof. 
Within a reasonable time after the effective date of such notice, and in no evert 
in less than thirty davs, the head of the department or aeeney of the Government 
Department issuing such notice shall by order, directed to all parties to whom 
notice shall have been given, or who shall be found to have an interest in such 
proceeding, fix and specify such rates or amounts, # @t¥; of such rovalties or like 
charges as he shall determine are fair and just, but in no case shall such rates or 
amounts be less than 5 per centum of the price contracted to be paid by the Government 
in times of peace, and a minimum annual royalty in time of actual hostilities during 
a war involving the United States, for each such invention manufactured, used, sold, 
or otherwise disposed of by or for the United States, taking into account eH defenses 
eveileble te # defendant in 4 patent infringement eetien and steh ether all con- 
ditions as may be determined to be appropriate such as the benefits to the Govern- 
ment from the use of the inventions as well as by reason of governmental procure- 
ment as contrasted with nongovernmental procurement, and shall authorize the 
payment thereof, # aes be aHewed; by any payor to any payee on account of 
such manufacture, use, sale, or other disposition: Provided, however, That any 
party to whom such notice is given, if he so requests within thirty days from and 
after the effective date of such notice, may, at such time as may be fixed by the 
heed of steh department or ageney; Department issuing the notice or order, present 
in writing or in person any faets or circumstances which may, in his opinion, 
have a bearing upon the rates or amounts of such royalties or like charges, # se; 
to be determined, fixed, and snecified in view of the conditions aforesaid, and any 
order fixing and specifying the rates or amounts of such royalties or like charges, 
# ##¥; shall be issued by the head of steh department er ageney such Department 
within a reasonable time after such presentation. After the effective date of 
the notice, any payor affected by the notice may continue to colleet royalties or 
like charges payable by or for the United States on account of such manufacture, 
use, sale, or other disposition of the invention, but all such royalties or charges 
shall be segregated and safely kept by such payor and shall not, until issuance 
of the order herein provided, be paid over to any payee of such royalties or like 
charges. After issuance of such order, any payor thereunder, unless otherwise 
directed in the order, may continue to collect royalties or other charges as afore- 
said, but shall not pay over to any payee affected by the order anv such royalties 
or other charges in an amount or at a rate in excess of that fixed and specified by 
the order and shall refund any such excess to the United States in such manner 
as directed by the order. The payee of such royalty or like charge shall not 
have any remedy by way of suit, set-off, or other legal action against the payor 
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for the payment of any additional royalties or like charges foreclosed by such 
order, or for damages for breach of contract or otherwise, but such party’s sole 
and exclusive remedy, except as to the recovery of the amounts fixed and specified 
in said order, shall, be as provided in section 3 hereof. The notice and order 
provided for herein shall be mailed to the last known address of all parties to 
whom the same shall be directed and such notice shall be effective upon receipt 
or five days after the mailing thereof whichever date is the earlier. 

Sec. 3. Any party entitled to receive such royalties or like charges, claiming to 
be aggrieved by any order issued pursuant to section 2 hereof, may institute suit 
against the United States in the Court of Claims or in the district courts of the 
United States insofar as such courts may have concurrent jurisdiction with the 
Court of Claims to recover such sum, if any, as when added to the rovalties or 
other charges fixed and specified in such order shall constitute fair and just 
compensation to such party for the manufacture, use, sale, or other disposition 
for the United States of the invention or inventions within the purview of the 
order, taking into consideration all of the circumstances set forth for the deter- 
mination of such rovalties in section 2 hereof. In any such suit the United States 
may avail itself of any and all defenses, general and special, that might be pleaded 
by a defendant in an action for patent infringement as set forth in title LX of 
the Revised Statutes, or any other defense, general or special, which might preclude 
the right of such party to claim, or which might limit the rate or amount of, 
rovalty or other like charge. 

Sec. 4. The hese of sey departrent er seerer of the Gevernttent Department 
which has ordered the manufacture, use, sale, or other disposition of an invention, 
whether patented or unpatented, and whether or not an order has been issued in 
connection therewith pursuant to section 2 hereof, is authorized and empowered 
to enter into an agreement, before suit against the United States has been insti- 
tuted, with the owner of, or a party entitled to receive a royalty or like charge 
under such invention, in full settlement and compromise of any claim against the 
United States accruing to such Owner or party under the provisions of this Act, 
or any other law by reason of such manufacture, use, sale, or other disposition, 
and for compensation to be paid to such owner or party based upon future manu- 


facture, use, sale, or other disposition of said invention. The Heed ef ets 
deprrtmert ef seernex of tre Gevernmtent Department which has entered into an 
agreement under the provisions of this Act or the Act of October 31, 1942 (56 
Stat. 1013-1015, 35 U. S. C. 89-96), is authorized and empowered to enter into 


supplemental aerial modifving, amending, or revoking such agreement as 
the equities of changed circumstances may warrant, any other law to the contrary 
notwithstanding 

Sec. 5. Whenever a reduction in the rates or amounts Of royalties or like 
charges is effected by order, pursuant to section 2 hereof, or by compromise or 
settlement, pursuant to section 4 hereof, such reduction shall inure to the benefit 
of the Government either by way of a corresponding reduction in the contract 
price to be paid directly or indirectly for such manufacture, use, sale, or other 
disposition of such invention, or by way of refund to the Treasury of the United 
States by the pavor of such royalties or like charges insofar as the same may have 
been foreclosed from payment thereof to the payee. 

Sec. 6. The head of the department er esener of the Government coneerned 
is further authorized, in his discretion and under such rules and regulations as he 
may prescribe to delegate and provide for the delegation of any power and author- 
itv conferred by this Act to such qualified and responsible officers, boards, agents, 
or persons as he may designate or appoint. 

Sec. 7. For the purposes of this Act, the manufacture, use, sale, or other dis- 
position of an invention, whether patented or unpatented, by a contractor, a sub- 
contractor, or any person, firm, or corporation for the Government shall be con- 
strued as manufacture, use, sale, or other disposition for the United States; and 
fer the prepeses of the “ret of de 25; F040: ts attended +46 stat: FHA: oA E- BE: 
683, the use or manufacture of an invention described in and covered by a patent 
of the United States by a contractor, a subcontractor, or any person, firm, or 
corporation for the Government and with the authorization or consent of the 
Government, shall be construed as use or manufacture for the United States. 

Sec. 8 This Act shall apply to all royalties or like charges directly or indirectly 
charge d or chargeable to the United States for any supplies, equipment, or mate- 
rials to be delivered to or for the Government from and after the effective date of 
the notice provided for in section 2 hereof and shall also apply to all royalties 
or like charges charged or chargeable directly or indirectly to ~ United States 
for supplies, equipment, or materials delivered to or for the Government prior 
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to the date of such notice insofar as such rovalties or like charges have not been 
paid to the payee thereof prior to the effective date of such notice. 

Sec. 9. Fhe bend of exeh depstettent or acener of the Gorerietent Hi isste 
ste settles tHe pecttettiens td teqttire ste tiiereitttiet te tee be Heres tteed 
proper te enres ett the provisions of this tet Phe provisions of section +4 (4) of 
tH ~ket tppreved dite 2 4426 (44 mtet TAT): He ttperdeh ered HHe Addt o PHble 
tote BH Beret te ereHth Ceretee sett be tiptietbte te tre bea ee ttted pity ce 
ot tre Pattee ap tHe ehtree for tt HeeeHtion: ardiether patetted ee Hetpettette ed 
Htfettt eed. Heed: sold: oe otherwise cispesed of fer the Ltted atte. sid 
He tert ““defetise esstret’ tte Heed He said het ster tere tte Held) aH tee 
erent fer the possetent of foyetty or the eliteee reetedless of the date of stteh 
sereestert: tHder ep ba siete of wetieh ame reeette ae tke eharee is directly oF 
ticiveetl: paid be the Gererstert of telided witht the esHtetet price fer 
property sold te er tretttfeetttred for the Gerertinert 

Pheer ot the sete ftete tte Heeler thre ms tte eltetttttetties etttree sted Tet oe 
tis het tee be ttppted: bat Ht te erent: shalt beth be tppttesbte- 

Sec. 10. Nethine herein eonteined shall be deemed te preehide Hie apple 
thilite of seetet 445 ef Pathe dary 2a. se tert eet Crete tte thre settee 
Hee be Heretofore or Heresttrer aetended se far as the satte tty be tpphesbte- 

Sec. 11. If any provision of this Act or the application of any provision to any 
person or circumstance shall be held invalid, or if any provision of this Act shall 
be inoperative by its terms, the validity or applicability of the remainder of the 
Act shall not be affected thereby. 

See. 12. This Act shall take effect ninety days after approval. 


Arrerarr INpustTRIES AssocraTion or America, INC., 
Washington 46, D. C., March 19, 1952 
Re H. R. 2257—Peacetime rovalty adjustment bill. 
Hon. Josepu R. Bryson, 
Chairman, Subcommittee No. 2, Committee on the Judiciai “, 
Hlouse of Re pre sentative 8, Washington 2), dD. €:. 

Dear Mr. Bryson: I appreciate the opportunity vou afforded our association 
to present its views at the hearings which vou held on March 5, 1952, with respeet 
to H. R. 2257. My testimony was unfortunately brought to an abrupt end when 
the House went into session. Please take the following three points into con- 
sideration in your deliberations on H. R. 2257 and I also request that this letter 
be made a part of the record of the hearing if consistent with your policy. 

1. My testimony followed that given by the spokesman for the Department 
of Justice and I indicated that the Aireraft Industries Association would probably 
be in agreement with some of the amendments proposed by the Department of 
Justice but I had not clarified this by the time the subcommittee adjourned. 
Study of the details of the Justice written statement brings out problems which 
were not then known to me as I had not previously seen the Justice written state- 
ment. Therefore, I feel that it would be desirable for this association to give 
further thought to the complete Justice statement prior to indicating any views 
concerning it. 

2. Through inadvertenee, accident and «anistake, section 10 was referred to as 


section 9 in our prepared statement which was filed with vour committee In 
our statement and in our suggested redraft of the bill, we recommended deletion 
of section 9. This was not intended and we request that references to section 9 


in our statement on page 4, lines 8, 11, and 16 be changed to section 10; also that 
section 9 be reinstated as it appears in lines 3 to LQ, inclusive, on page 8 of our 
ggested redraft. 

3. The last paragraph of our statement on page 6 again mistakenly refers to 
section 9 instead of section-10. The first sentence of that paragraph should, 
therefore, be deleted from our statement. To prevent a further reduction in 
rovalties under the Renegotiation Act after a reduction under the royalty adjust- 
ment bill, if enacted into law, we believe that section 10 should be retained 
(rather than stricken as recommended by Justice) in a revised form somewhat 
as follows: 

“Src. 10. In cases where there have been reductions in royalties pursuant to 
this Act, there shall be no further reductions in such rovalties under the Renego- 
tiation Act of 1951, Public Law 9 of the Eighty-second Congress, or under any 
other Act.” 

Our principal thought on this proposed legislation is that it is not necessary 
and we tried to stress that thought in our statement. We subscribe to the view 
that the encouragement of invention is more important to the national welfare 


Su 
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and the national defense than the enactment of legislation designed to save 
amounts of money which we consider would be small compared with the adverse 
effect such legislation may have. While we have made various suggestions for 
revising the proposed bill, we strongly recommend that this legislation not be 
enacted into law. 
Thanking you for your courtesies, I am 
Yours very truly, 
STEPHEN CERSTVIK, 
Member, Patent Committee, 
Aircraft Industries Association. 


Mr. Bryson. We have one more witness. 

Mr. Cyr, we have one other witness. Do vou have a prepared 
statement? 

Mr. Cyr. Yes; I have. 

Mr. Bryson. Is it a lengthy one? 

Mr. Cyr. No, it is not, Mr. Chairman. 

Mr. Bryson. Could vou identify yourself and put your statement in 
the record and thus obviate the necessity of another session? 

Mr. Cyr. I would be glad to do that. 

Mr. Bryson. We will certainly give it full consideration, just as if 
vou had read it. 

Come around and identify yourself. 

Mr. Cyr. Armand Cyr. I am director of legislative research, 
National Patent Council. 

Mr. Bryson. Is that the same organization that our friend and for- 
mer colleague, Mr. Lanham 

Mr. Cyr. Yes; it is. 

Mr. Bryson. He stands in high regard here, | am sure. 

Mr. Harris. You are in favor of the legislation? 

Mr. Cyr. Very much opposed to it. 

Mr. Bryson. All right, sir; we will consider the statement as read. 

Thank you, gentlemen. 


STATEMENT OF ARMAND CYR, DIRECTOR OF LEGISLATIVE 
RESEARCH, NATIONAL PATENT COUNCIL 


Mr. Cyr. My name is Armand Cyr; I am director of legislative 
research for National Patent Council, Gary, Ind., a nonprofit organiza- 
tion of smaller manufacturers dedicated to the defense and enhance- 
ment of understanding and appreciation of vour American patent 
system. 

I am a patent lawyer and, during the last war, was in charge of the 
Patent Section of the Chicago Ordnance District. My duties included 
the administration of the wartime Royalty Adjustment Act in the 
field. This included contacts and negotiations with patent owners 
and contractors doing business with the Government through the 
Chicago Ordnance District. Because of this experience in the opera- 
tion of the wartime Royalty Adjustment Act, Mr. John W. Anderson, 
president of National Patent Council, suggested that I appear before 
your committee and express my views regarding the pending 
peacetime royalty adjustment bill, H. R. 2257. 

The wartime Royalty Adjustment Act was designed primarily to 
curtail or eliminate so-called war profiteering by owners of patented 
or unpatented inventions used in the production of the war matériel 
purchased by the Government. The act was administered largely 
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on the questionable theory that the competitively honored added 
value embedded in the product by the patented invention should be 
depreciated by the Government if it seemed to someone in Govern- 
ment to earn, at commercially honored royalty rates, more money 
than the inventor or his assignee should have. 

H. R. 2257, like the wartime Rovalty Adjustment Act which is 
still in force, gives the head of each Government procurement depart- 
ment or agency the right to investigate patent rovalty agreements, 
when royalty is included as an item of cost in a Government contract, 
and to revise the rovalty rate stipulated in those agreements to suit 
his own judgment. 

During the last war, I personally investigated from 50 to 100 cases 
involving rovalty charges in Government contracts. During those 
investigations and subsequent negotiations for rovalty adjustment, 
whenever deemed proper, | refrained from referring to the Royalty 
Adjustment Act or the possible issuance of an order under that act, 
because I did not feel then and I do not feel now that the Government 
should enter negotiations for adjustment of royalties with a ‘‘club”’ 
in its hand. However, | have witnessed many instances where others 
having similar authority did not hesitate to use all the force and effect 
of the wartime act in demanding a curtailment of the royalty charged 
the Government. Sometimes the negotiations would open with a 
statement made by an officer representing the Government, explain- 
ing the wartime Royalty Adjustment Act and calling specific atten- 
tion to the power the Government had to cut the royalties down to 
nothing if it so desired. In those instances, the patent owner was 
really put on the spot because he knew that, if he did not accept 
whatever proposal was made by the Government, he would face a 
long, hard fight in the Court of Claims to recover what he felt was 
his just rovaltvy. That is where the danger lies in this legislation. 

When I first reported for duty with the Chicago Ordnance District, 
I was assigned to the Patent Section, Legal Division, to replace a 
colonel who had had a great deal of experience in the practice of 
patent law and in dealing with companies, corporations, and indi- 
vidual patent owners. I recall, when I took over this job, the colonel 
told me that I should remember never to kick the Government con- 
tractor or the patent owner around because we needed both of them 
in the struggle to win the war. I soon came to realize that this was 
very sound advice and the longer I worked on the job with the 
Ordnance Department the more | respected the colonel’s views. 

As I mentioned heretofore, I had many contacts with Government 
contractors and patent owners throughout the Chicago Ordnance 
District which covered some four or five States in the Midwest. 
Whenever a contractor’s proposal came in to the Chicago Ordnance 
District, having a royalty license fee included as an item of cost, the 
Procurement Division immediately notified me of this charge. If the 
rovalty amounted to $5,000 or more, my instructions were to 
investigate and determine the basis for such payment. This I did 
by contacting the contractor and examining any license agreement 
he had with the patent owner, who in many instances was an engineer 
or other employee of the contractor. After noting pertinent facts 
about the agreement, I reported to the Chief of the Patent Department 
of Ordnance in the Pentagon. Usually, the next step was a memo 
issued by the Chief of the Patent Department in the Pentagon listing 
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the patent owner's royalty revenue fgr the past 5 vears. Where they 
obtained these figures, I do not know, but in cases they were pursued 
further, the memo usually showed a substantial increase in revenues 
after the start of the war as compared to lower figures in 1938, 1939, 
and 1940. The instructions accompanying the figures were that an 
effort be made by our office to reduce the royalties paid by the Goy- 
ernment to this patent owner because it was probable that the in- 
-creased revenue was attributable to extensive Government purchase 
of the patented item. 

At this point, I arranged a conference with the patent owner and 
the Government contractor who was obligated to pay the royalties. 
In such a conference, | took the position that a negotiator for a large 
company would assume, and endeavored to negotiate for a reduction 
in royalties paid by the Government solely on the basis that, had the 
war not come along, this royalty would have remained substantially 
at the lower figures of 1938, 1939, and 1940. LT was willing to concede 
that even if his rovalties increased by a very large percentage in each 
of the vears 1941, 1942, and 19438 over the three previous vears, the 
patent owner was still entitled to the amount of the increase which 
could have been expected in the normal growth and expansion of the 
licensee's commercial production of the patented item. I also took 
into consideration, especially in 1945 after the defeat of Germany, 
the fact that, since the Government was purchasing large quantities 
of the patented item, there was a strong possibility that those same 
items might find their way into the commercial market at the close 
of the war and thus flood the market for perhaps a year or more. 
Other factors that were given consideration during these negotiations 
were the potential commercial aspects of the invention as distinguished 
from its purely defense use. I do not recall a single instance where 
I found it necessary to refer to the Royalty Adjustment Act, or 
Public Law 768, as it was then called. 

The records will show that many cases out of the Chicago Ordnance 
District were settled to the benefit of the Government and that, in 
cases where settlement was not effected as desired by the officers 
in Washington, a complete report was made, bringing out the extenu- 
ating circumstances that would have made it inequitable to effect a 
reduction in the royalties. 

It may seem strange to this committee that I here testify that 
although Public Law 768 gave the administrators thereof the right 
to effect royalty adjustments in each and every case, regardless of 
extenuating circumstances or other equitable considerations, I did not 
use that law. The explanation is simple. The administration of that 
law from the Pentagon is quite different from its administration in the 
field, in direct contact with the patent owner and Government con- 
tractor. For example, in Chicago Ordnance District, the Procure- 
ment D'vision kept velling constantly for production and more pro- 
duction, and welcomed every new device or item that would help 
expedite the termination of the war Procurement men all over the 
country had a deep respect for the patent owner and the Government 
contractor, and Lord help a junior officer, as | was who would in any 
way antagonize, disrupt, or interfere with this friendly relationship 
between the Government contractor or patent owner and the Procure- 
ment Division—a relationship that resulted in substantial contribu- 
tions and ultimate success in the war. 
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From my experience in 3 years of royalty adjustment negotiations 
in the field, | must say that the danger in this legislation is not from 
the men in the field, but rather with those officials in Washington 
whose sole responsibility is to reduce as much as possible all rovalties 
paid by the Government. People in the Pentagon seldom if ever 
come in contact with the contractor or the patent owner, but they do 
possess this big ‘‘elub” in the form of Public Law 768 and constantly 
urge their field men to use it Had I followed those instructions to 
the letter, | can assure you that Chicago Ordnance district’s splendid 
record of production and delivery of war matériel would not have been 
accomplished. 

Most of our trouble in the field came from those officers in Washing- 
ton who felt that whatever reduction we were able to obtain in rovalty 
payments made by the Government was always insufficient and that 
for one reason or another, such as limited value of the invention, 
questionable validity, et cetera, Public Law 768 should be invoked to 
effect further reduction. When this situation came up, as it did on 
many occasions, some officer from Detroit or Washington came out 
to Chicago and a conference was arranged with the patent owner and 
the contractor who was paying the royalty. 

Those conferences often left a bad taste in my mouth because of the 
way the contractor or the patent owner was treated. Usually, the 
first statement of the Washington or Detroit officer was an explanation 
of what the patent owner would have to do under Publie Law 768 if 
he refused to accept whatever offer was made to him for a further 
reduction of his royalties. 

Following these conferences, | invariably got a call from the Pro- 
curement Division, complaining that some contractor was rather 
lukewarm about accepting any further Government contracts. The 
contractor had made it plain that he felt the Government was giving 
him and his employee-inventor a rough deal. In these conferences, 
| often found myself agreeing with the contractor and the patent owner 
rather than the Detroit or Washington officer because | appreciated the 
reasonableness of their royalty figures. I knew first hand how much 
they had helped meet the demand for war material and how badly 
we would need their continued cooperation if we were to win the war, 
However, in many of these cases, justice was sacrificed on the altar of 
patriotism. 

Based upon my 3 vears’ experience in the field negotiating patent 
royalty adjustments in connection with Government contracts, | 
cannot for the life of me see the necessity for a Royalty Adjustment 
Act such as is proposed in H. R. 2257. In some cases during wartime 
such a law might possibly be useful but I cannot conceive of an instance 
where such a law could be necessary in peacetime. I have shown how 
the administration of such a law, even in wartime, can do more to dis- 
rupt production and supply of needed war material than strikes, 
labor, or material shortages, et cetera, and obviously the same ad- 
ministration of that law in peacetime would make it increasingly 
difficult for the Government to obtain needed materials from estab- 
lished plants. It most certainly would tend to close the door to the 
Government’s use of new inventions and improvements. 

1 am convinced that, if the Government agencies desiring this 
legislation will send their men out to negotiate patent rovalty adjust- 
ments, they can accomplish the desired results without having a club 
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in their hands, such as H. R. 2257. Why should there be a difference: 
between their negotiations for what they consider a fair and reasonable- 
royalty and those of large corporations like Chrysler, General Motors, 

and General Electric, who negotiate royalty agreements almost every 

day with patent owners who have invented and developed items 
that those corporations desire to place on the market? They do not 

have such a club in their hands when they negotiate with the patent 
owner and vet they are successful in arriving at a royalty they consider 
reasonable. Why should the Government furnish its negotiators with 
this club? The use of a club in negotiations resembles too much the 
methods of Hitler’s Gestapo or Russia’s OGPU. In other words, the 
Gestapo and the OGPU might come into vour office and say, ‘‘ This is 
what we want.”” The man with the Rovalty Adjustment Act in his 
hands likewise comes into your office and says, ‘‘This is what we 
want—you reduce your rovalties by so much or take your chances in a 
long, hard, expensive fight against the Government in the Court of 
Claims or the district courts.”” This is not negotiation. 

I must add that, if you continue to give Government agencies this 
club, vou are giving impetus to a tendene v to place in the hands of the 
Government more and more power. You are placing in the hands of 
bureaucrats a club that will deter real negotiation as the term is com- 
monly understood, and you are encouraging litigation and discouraging 
war or defense production. The answer is simple. If the man in 
charge of the administration of this act wanted to go out and negotiate 
a royalty adjustment on a Government contract, he could do so, and 
he would not. need the Royalty Adjustment Act in order to accomplish 
his purpose. On the other hand, being in charge of the Royalty 
Adjustment Act, his job is to administer that act, and the only way he 
can do it is to invoke the provisions thereof, which often deprive the 
patent owner of his fair and just royalties without even a fair and 
impartial hearing. 

The following is what I believe to be a typical example of the -harny 
that can come from the administration of the Royalty Adjustment 
Act, whether in wartime or in peacetime. Let us assume that Mr. 
Jones is a small manufacturer with a plant producing an item that has 
commercial use as well as use in the national defense, and one of his 
employees named Smith is a prolific inventor. Jones enters into an 
agreement with Smith whereby Jones will receive the exclusive right 
to manufacture, use, and sell any of Smith’s inventions, in return 
for a royalty of 5 percent of the sales or cost price. The contract is 
fair and reasonable to both parties. 

Three or four years later, the Government starts buying this 
product, and the head of the Government department purchasing the 
item notes a royalty payment to Smith included in the cost of the 
product. Investigation is made into the basis upon which Jones pays 
Smith this royalty. The Government agent may not have had any 
experience in negotiating patent-rovalty agreements, and/or may be 
absolutely unfamiliar with royalty rates on items in that industry. 
He sees nothing wrong with the agreement as such, but thinks the 
rovalty rate should be 2 percent instead of 5 percent. 

There was nothing in the wartime measure, nor is there anything in 
the proposed permanent legislation, that makes it necessary for the 
Government agent to say why he feels that 2 percent is sufficient and 
that 5 percent is too much. All that is necessary is that, in his own 
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mind, the rovalties are “believed to be unreasonable or excessive.” 
The agent then issues a notice, or recommends to his chief that a notice 
be issued, to Mr. Jones and to Mr. Smith, advising them that the 
rovalty of 5 percent included as an item of cost in Mr. Jones’s contract 
with the Government is excessive. Upon receipt of this notice, Mr 
Jones must commence accumulating and impounding the 5 percent 
royalty which he collects under his contract with the Government, 
and cannot pay Smith even 1 cent of that rovalty, even though his 
agreement with Smith specifically obligates him to pay such royalty 
on all products manufactured and sold by Jones and embodying 
Smith’s invention, 

Thus, the Government is inducing the breach of a valid contract 
Smith, the inventor, is the real loser in this transaction; and, in 
exercising his rights under the bill H. R. 2257, must present to the 
Government agency in writing or in person any fects or circumstances 
which tend to show that he is legitimately entitled to the 5-nereent 
rovalty. These faets and circumstances are considered by the agent 
who investigated the royalty agreement, and or his superior, special 
board, officers, et cetera. The agent and his board or superiors, 
perhaps having little or po experience in matters of royalty payments 
on various inventions, are still ef the epinion that 5 pereent is une 
reasonable or excessive, and so an order is issued, freezing the royalties 
to 2 percent on all Government contracts for this item, and Smith’s 
only remedy is to sue the Government in the Court of Claims or the 
district courts in an effort to recover the 8-percent rovalty denied him 

[ wish it were possible to appraise the real harm this typical example 
can do our Government. Regardless of the immediate saving effected 
through the use of the Rovalty Adjustment Act in the above case, 
the Government is sure to lose in the long run. For example, if the 
Royalty Adjustment Act had not been invoked. the bulk of Smith’s 
rovalties, under our tax laws, would have been paid into the Treasury 
as tax. On the other hand, Smith might well make a most valuable 
and meritorious invention in the future that would be of tremendous 
assistance to the Government and would perhaps save the Government 
many thousands of dollars. Do you believe that Smith will be 
anxious to make his new invention available to the Government after 
having been pushed around in conferences with Government agents 
and, later, in the courts over a period of years? The answer is obvious, 
and the Government is therefore the loser in the long run. A person 
does not go biting the hand that feeds him and profit thereby. Is 
there a different rule for the Government? Take away from the 
inventor the fair return he is entitled to for the use of his invention 
snd you will probably lose for all time the fruits of that inventor’s 
knowledge. 

National Patent Council hes instructed me to say that it believes 
that where a royalty rate has been established in good faith m civilian 
production, before the Government matures its requirements for the 
product, that rovalty rate should be recognized and paid on products 
made for the Government. 

If rovalty rates are established originally, or anew, and obviously 
are intended to be unfair to the Government, and are obviously 
unreasonably high, doubtless the Government should have some 
recourse besides declining to use the product. It does. Under the 
act of 1910, the Government has the right at any time to make or have 
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made for its own uses any patented product and require the patent 
owner to resort to the Court of Claims for damages. Even under 
circumstances appearing to justify such action, the problem should be 
approached first in a true spirit of negotiation; the appeal should be to 
reason; and any arbitrary powers granted by law to reduce the rate 
of royalty should be exercised with every attempt to make a reasonable 
compromise and leave the producer and inventor unresentful and with 
every incentive to continue to cooperate in the interest of Government. 

In any event, the council has stated that it believes that there 
should be a definite limitation to the extent to which royalties may be 
reduced—even under conditions suggesting arbitrary action. The 
guiding motive should not be merely to keep an inventor from acquiring 
what might be considered by some to be ‘‘too much money.” The 
larger requirements of the Government mean that the Government 
gets a proportionately larger benefit from the invention. Unreason- 
able reduction of royalties amounts to unfair confiscation—never a 
stimulant to incentive. 

Some valuable guidance might be obtained by reference to royalty 
rates prevailing in industries which perhaps use as great or greater 
numbers of certain types of products than would Government. One 
such industry, for example, is the automotive industry. While there 
is considerable history of arbitrary patent policy on the part of vehicle 
makers, such policy has resulted in such disadvantage to the vehicle 
maker practicing it that, over the years, the policies have been con- 
siderably modified. 

Today, while royalties of 5 percent and even 7 percent are recognized 
and paid directly or indirectly, by vehicle makers on large-volume 
products, the contribution of inventor and manufacturer has to be of a 
rather unusual character to justify such royalties. 

On the whole, the automotive industry has come to recognize, on its 
largest volume products, royalties of approximately 2 percent as low 
enough to satisfy even a highly competitive requirement. 

In some instances a reduction in royalties to as little as 1 percent 
has been volunteered by the manufacturer, where incidental ad- 
vantages seemed to justify. 

The president of the National Patent Council has been active for many 
years in the automotive industry, and it is from him that this informa- 
tion comes. 

If the manufacturer has never before produced the product required 
by Government, and if the product, or a substantially similar product, 
nevertheless has been manufactured by others for similar use for a 
considerable period, and for civilian use, the average rate of royalty, 
if any, paid by such others, should be given reasonable consideration 
in the negotiation of a royalty for the product as made by or for the 
Government. 

Mr. Cersrvik. I would like to make one more statement and that 
is that we agree to the amendments proposed by Mr. Brown eliminat- 
ing license agreements in which the Government is a licensee from the 
effect of this proposed legislation, in fact that was one of the points 
raised in our statement, and also they have eliminated the part relating 
to the Renegotiation Act, which we recommended be eliminated, and 
therefore we are in agreement with those amendments. 

Mr. Bryson. All right, sir. 
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STATEMENT OF REYNOLDS D. BROWN, JR., REPRESENTING 
THE PHILCO CORP., PHILADELPHIA 


Mr. Brown. Mr. Chairman, I am Reynolds D. Brown, Jr., repre- 
senting the Phileo Corp., Philadelphia. I appear here in support of 
the bill. I would like to file a prepared statement in the very near 
future, if | may have that permission. 

We are generally more in support than a number of witnesses have 
been. 

Mr. Bryson. Can you get that for us in a week or 10 days? 

Mr. Brown. Yes, sir; 1 will. 

Mr. Bryson. If there are other witnesses present similarly situated 
who would like to be identified in the record, you may do so now and 
have the privilege of revising and extending your remarks. I hope not 
to the extent that we revise and extend ours. 


STATEMENT OF FRITZ G. LANHAM, FORMER MEMBER OF 
CONGRESS, IN OPPOSITION TO H. R. 2257 


Mr. Lannam. Mr. Chairman and members of the subcommittee, 
my name is Fritz G. Lanham. My home city is Forth Worth, Tex 
and my Washington address is 2737 Devonshire Place, NW. 

I represent the National Patent Council, a nonprofit organization 
of smaller manufacturers, with offices at 1434 West Eleventh Avenue, 
Gary, Ind. The work of this council is primarily and prircipally of 
an educational nature to impress the importance of our patent system 
in creating jobs and furnishing the incertive and the basis to assure 
our continued and preemineet American progress. Mr. A. A. Cyr has 
appeared before you also as a representative of this council, and it is 
my purpose to make a brief additional statement in opposition to the 
enactment of H. R. 2257. 

In my judgment, there are many considerations which prompt un- 
favorable action on this proposal. In the first place, it is a sugges- 
tion that we make effective as a permanent policy in times of peace a 
measure originally designed for times of war. Certainly governmental 
regimentation of industry in the creation and production of inventions 
which contribute so materially to our progress and which encourage 
and support our American system of free enterprise should not be 
permitted to extend beyond the most reasonable and essential bounds. 
Legitimate industry is entitled to and should receive the govern- 
mental sanction of its normal and progressive development. We must 
be careful not to impose unwarranted restrictions which will diminish 
or stifle by confusion and uncertainty the incentive and the activities 
of those who are laboring constantly to give to America the benefits 
of their discoveries which keep us in the very forefront of outstanding 
accomplishment. 

Practically all of the governmental problems which may arise in 
the field of patents can be solved in advance by proper negotiation. 
Representations have been made that this proposed legislation is 
necessary to protect the Government in cases of collusion between 
patent owners and contractors dealing with the Government. In the 
first place, such cases are very rare and were rare when we were actively 
engaged in the two World Wars. However, we have already in the 
act of 1910 a law which gives the Government protection in this 
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regard. ‘That law, the first paragraph of section 1498 of title 28 of 
the United States Code, has been amended to read as follows: 

“Whenever an invention described in and covered by a patent of 
the United States is used or manufactured by or for the United States 
without license of the owner thereof or a lawful right to use or manu- 
facture the same, the owner’s remedy shall be by action against the 
United States in the Court of Claims for the recovery of his reasonable 
and entire compensation for such use and manufacture.” 

This situation, therefore, is covered adequately by existing law, 
and it can hardly be contended that the Court of Claims would award 
a patent owner exorbitant compensation. 

Before proceeding further, | wish to call your attention to the fact 
thit small business is largely dependent upon the use of patents, and 
I think few could be found to contend that small business is profiting 
uiduly. Small business, which naturally is in no financial position 
to indulge in long and expensive litigation, furnishes many of the 
essential parts of the products of big business, and | cite the automobile 
industry as an example in this respect. We all strenuously avow our 
desire to protect small business. ‘That protection can hardly be 
afforded by involving it, even in times of peace, with governmental 
interference in its necessary and normal operations. 

Now, what does H. R. 2257 propose? It proposes, first, that the 
head of any department or governmental agency may decide —below 
and quite contrary to existing established rates of royalty in private 
industry—the royalty to be paid for the governmental use of patents, 
both in times of peace and war; but it goes even further and prescribes 
that the head of such department or agency may delegate this power 
to such other officers, boards, agents, or persons as he may designate 
or appoint. Let me remind you that, after approximately a quarter 
of a century of service on the Committee on Patents of the House of 
Representatives, | do not pretend, even remotely, to be familiar with 
all the ramifications of this highly technical subject of the use of 
patents. I am to assume, however, from the provisions of this bill, 
that the head of a department or agency, even though inexperienced 
in such matters, will have no difficulty whatever in deciding such 
matters properly or in delegating his authority to someone else who 
similarly may have no special knowledge of the matter at issue. 
Is that the kind of regimentation that we are anxious to impose upon 
legitimate industry in this country? 

Let me ask this question: Should the Government, like all American 
citizens, comply with the usual and ordinary processes of business 
procedure? We have often heard it said that there is too little 
business in Government. Perhaps we can agree that no private 
business could succeed by adopting some of the policies now in effect 
in governmental operations. Now, what does this bill recommend? 
It recommends that a Government agent, even though by experience 
and training unfamiliar with the patent matters with which he may 
be dealing, have the right to determine what the Government will 
pay for the use of another’s property. ‘That is certainly and definitely 
contrary to all peacetime business activities. Naturally, we buy 
things at the seller’s price and not in accordance with the captious 
decision of a purchaser. Is the Government, the protector of the 
rights of its citizens, to be exempt from this customary and proper 
procedure of business transactions and thereby, by the arbitrary 
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decision of a single governmental agent, be enabled to deprive a citizen 
of his usual and well-recognized rights? And remember that business, 
in its observance of established practices, is the very source of govern- 
mental revenue. Remember, too, that the act of 1910, as amended, 
provides the Government with proper redress in case of any collusion 
against its interests. 

But the Government seeks to circumvent by the enactment of this 
bill the ordinary and approved procedures of business transactions by 
saving that some of these patent owners might make too much money. 
Now, let us give a little unbiased thought to that contention. Of. 
course, representatives of the Government do not remind you that 
many inventors, who for long periods go without sleep or food and 
who work laboriously in an effort to develop something of value to 
the American people, frequently derive no financial return whatever 
from their painstaking discoveries. Let me ask another question: 
If a patent owner makes more money at one time than he does at 
another and at royalty rates already established in private industry, 
is it not because of the greater service he renders and the greater 
demand for his product? That is characteristic of all our business 
activities. Besides, if a patent owner makes more money because of 
this increased demand for his product, does not the Government in 
return receive a great part of it in the high income taxes? 

Now let me bring to vour attention a situation with which many of 
vou may be familiar. Let us suppose, and likely we all know of such 
cases, that some man who owns a tract of land has done nothing in 
particular to add to our American advancement; however, oil is 
discovered under the land he owns and he realizes a somewhat ex- 
travagant financial return through no special achievement of his own. 
Furthermore, the law gives him certain revenue advantages from the 
governmental angle in the matter of depletion. Let us suppose that 
he accumulates a large fortune. Does the Government sav that this 
man, with no personal accomplishment for our betterment, is making 
too much money? Oh, no; not at all. The Government simply 
takes in revenue the stipulated income taxes from his fortuitous 
earnings. But by the proposal of this bill the Government contends 
that the man who has contributed materially to our progress by the 
contribution of some useful product, resulting from long days of 
incessant effort and research, should be considered in a much less 
favorable light and that some Government agent, or some one to 
whom the agent has delegated his authority, should determine the 
patent owner’s compensation for his most worthy and helpful dis- 
covery. And the mere fact that the matter is referred to such Govern- 
ment agent is by implication a suggestion that he should whittle 
down the rovalty rate which the patent owner is receiving in private 
industry in accordance with well-established business rules and pro- 
cedures. Is a law to that effect what we now contemplate enacting? 

1 humbly trust, gentlemen, that you will give very serious and 
studious consideration to the proposals of this bill, so much at variance 
with our well established American practices. It behooves us to 
to encourage rather than hinder the patriotic citizens of our country 
who are spending their days in unremitting toil to make America 
better and a happier land. I cannot do otherwise than believe that 
in this instance, as in similar proposals heretofore before you, vou 
will adhere to the principles which have made America great and that 
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vou will affix firmly the stamp of your disapproval to this bill of 
unwarranted governmental regimentation and centralization of un- 
justifiable governmental power. 

(At 12:10 p. m. the meeting was adjourned.) 

(The following were submitted for the record: ) 


Puitco Corp., 
Philadelphia, Pa., March 18, 1952. 
Re H. R. 2257, royalty adjustment. bill. 
Hon. Joserpn R. Bryson, 
House Office Building, Washington, D. C. 

Drar Mr. Bryson: Further to my letter of March 17, 1952, I have now learned 
that the National Association of Manufacturers does not propose to submit a 
supplementary statement. Consequently, | have adopted the portion of their 
draft which I can support with enthusiasm and am submitting it herewith as 
Philco’s statement. 

I hope that our statement does not arrive too late to be of some value to you. 
‘Il am sending seven extra copies with the thought that they may be useful. 

Very truly yours, 
Puitco Corp., 
RreyNoups D. Brown, Jr., 
Manager, Patent Department. 


STATEMENT ON BEHALF OF PHiILco Corp., FILED PurRsUANT TO PERMISSION OF 
SUBCOMMITTEE CHAIRMAN, Mr. Bryson 


The amendments to H. R. 2257, proposed by the Department of Justice at the 
hearing on March 5, 1952, are substantial and commendable improvements, but 
they do not remove all of the features which have been objected to. As indicated 
below, we believe that the remaining objections present no obstacle. 

The effort made by sponsors of the bill to eliminate objectionable features by 
amendment encourages us to make a constructive suggestion for removing certain 
remaining objectionable features—a suggestion which we hope may prove accept- 
able to all concerned. 

We believe that negotiation between the interested parties will result in a fair 
rovalty arrangement in nearly all cases. In the few instances where a party is 
wholly intransigent and the invention involved is so important that the Goverre 
ment cannot afford to be without it, let the Government take over the needed 
right by condemnation proceedings under the power of eminent domain just as it 
would take any other needed property. 

The procedure for this could be written into the bill. It would involve, first, 
negotiation between the parties and, failing agreement, upon notice by the head of 
the appropriate department or agency of the Government, an assessment of the 
value of the needed rights by a neutral master, board of arbitration, or jury, 
responsible to a court, and a ruling by the court on the master’s, or board’s report, 
or jury’s verdict in the light of exceptions thereto filed by any dissatisfied party 
and with an opportunity to be heard. 

There would be no preliminary announcement of 4 conclusion, by the executive 
official concerned, as to what would be a proper royalty, no hearing before him and 
no “order” issued by him, as presently provided in the bill. Such an announced 
conclusion practically foredooms to failure any negotiation before it is started. 

Section 4 of the present draft of the bill itself evinces a faith in the process of 
negotiation as a means of settling differences in this field of license rights. Let it 
be amended to include the power to make agreements with respect to prospective 
supplies as well as supplies previously ordered. 

Pritco Corp. 
By Reynoups D. Brown, Jr., 
Manager, Patents Department. 
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Tue Parent Law Association oF CHicaco, 
September 6, 1951. 
Re Celler bill H. R. 2257. 
To Members of Congress and the House Judiciary Committee. 

GENTLEMEN: The Patent Law Association of Chicago has considered the above 
bill which was introduced January 31, 1951, and wishes to record its opposition 
thereto. 

This bill is very similar to the act of October 31, 1942, which provided for the 
adjustment of royalties and like charges for the use of inventions for the benefit 
of the United States to aid in successful prosecution of the war. Bill 2257 repeals 
the act of October 31, 1942 (56 Stat. 1013-1015, 35 U.S. C. 89-96). 

We wish to point out that the new bill, like the earlier act of October 31, 1942, 
which it proposes to repeal, is a form of legislation which gives to a department 
head arbitrary control of royalties payable by the Government for the use of 
inventions. The earlier act of October 31, 1942, was designed to aid in the success- 
ful prosecution of the war, whereas the present bill makes no reference to the war 
but broadly includes all inventions which the United States Government may use 

This bill is an example of an attempt to extend arbitrary bureaucratic power over 
and beyond that which is necessary for Government affairs, and constitutes an 
encroachment upon the constitutional rights of the individual. 

We disapprove the bill for the following reasons: 

1. The first paragraph of the proposed bill repeals the act of October 31, 1942. 
This seems unnecessary in view of the following section in the proposed bill: 

“The head of any department or agency of the Government which has entered 
into an agreement under the provisions of this act or the act of October 31, 
1942 * * * jisauthorized and empowered to enter into supplemental agreements, 
modifying, amending, or revoking such agreement as the equities of changed 
circumstances may warrant, any other law to the contrary notwithstanding.” 
There are many companies which today are still operating under contracts with 
the Government predicated upon the act of October 31, 1942. Therefore, the act 
should not be repealed with respect to these contracts even though to date no 
royalty controversy has arisen which would require the application of the provi- 
sions of this act. To repeal the old act without making some provision for the 
contracts now in force raises ambiguities and uncertainties in the interpretation 
of the new bill. 

2. The present bill is objectionable because it is not limited to products and 
processes relating solely to the prosecution of a war or for the purpose of national 
defense. As pointed out above, the act of October 31, 1942, was formulated to 
aid in the successful prosecution of the war, and it seems to us that the present 
bill is too broad in its scope. 

3. In section 2, page 3, line 15, ‘‘a reasonable time’’ is too uncertain. It is 
believed that the department should be required to issue its order within a specified 
time in order to avoid unwarranted delays. 

4. In a number of places throughout the bill the terms “‘payor’’ and ‘‘pavee’’ 
are used. It is our understanding that the term ‘‘payvor’’ is the manufacturer or 
supplier who is required to pay royalties to the owner of the patent, and that 
the “‘payee’’ is the owner of the patent who receives the royalties. However,the 
bill is not clear in defining the meaning of these terms. 

5. Section 2 of the bill provides that the payee shall not have any remedy by 
the way of suit, ete., against the payor for the payment of additional rovalties. 
Certainly if the payor or supplier is guilty of fraud, the payee should be in a 
position to recover. 

6. We are also of the opinion that the earlier act, as well as the present bill, are 
deficient in not specifying that any employee of the United States Government. 
who uses this act for fraudulent purposes or for his own personal gain shall he 
subject to the payment of a heavy fine and possible imprisonment. The penalty 
should be of sufficient severity to counteract the tendency toward misconduct 
on the part of those entrusted with the functioning of legislation of this character. 

7. It is believed that in this bill, as well as in the act of October 31, 1942, too 
much power or authority is placed in a single department head. In this type of 
legislation a board, rather than a single department head, should be designated 
to carry out the provisions of the act. 

Respectfully submitted. 

Tue Parent Law AssocraTION OF CHICAGO, 
By ALBIN C. AHLBERG, Vice President. 


Approved by the board of managers, September 6, 1951. 
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FeBRUARY 29, 1952. 
Hon. Joseru Bryson, 
Chairman, Subcommittee No. 8, 
Judiciary Committee, House of Representatives, 
Washington, D. C. 

HONORABLE Sir: The Patent Law Association of Los Angeles has carefully 
considered the peacetime rovalty-adjustment bill (H. R. 2257) and, on the basis 
of these considerations, has come to the following conclusions: 

We feel that this bill is of very doubtful constitutionality, and is UnDeceaAary 
in view of the Renegotiation Act and other existing safe ‘guards, such as 28 U.S.C. 
1498, which permits the Government to use any invention without Bath Hook a 
license from the patentee. 

We are strongly opposed to the proposed bill for the reason that it provides for 
arbitrary abrogation of valid legal agreements between United States citizens 
and singles out a particular class of such citizens without any reasonable basis. 
Income which is derived from patents differs in no way from income ascertained 
from the manufacture and sale of any other form of property, and there is, there- 
for, no justification for penalizing any organization or person who may derive 
their income from patent royalties rather than from any other commercial pursuit. 

In addition to the foregoing, it is considered that this bill is unreasonable and 
inequitable because it proposes no standard whatsoever for the determination of 
a reasonable royalty, and also permits capricious decisions by those without 
adequate knowledge to determine the value of patented inventions. 

The present international situation dictates that every effort should be made 
to encourage invention if this country is to survive. The proposed bill would 
tend to destroy this vital national inventive effort by depriving this inventive 
effort of indispensible financial support. 

Respectfully yours, 
Parent Law Association oF Los ANGELES, 
By Lynn L. STEELE, President. 





MILWAUKEE, Wis., March 3, 1982. 
Hon. Josern R. Bryson, 
House of Representatives, 
Washington, D. C.: 

This is to make of record that it is our view that royalty-adjustment provisions 
as expressed in H. R. 2257 are inappropriate for permanent legislation. Such 
legislation discriminates against patents as compared with other property. 

MERL SCRALES, 
President, Milwaukee Patent Law Association. 





STATEMENT ON BEHALF OF THE ASSOCIATION OF THE BAR OF THE Crty OF NEW 
YORK ON Royaury ADJUSTMENT BY ALEXANDER CC. NEAVE, CHAIRMAN OF THE 
COMMITTEE ON PATENTS 


The effect of this bill would be to give permanency to wartime legislation by 
vesting broad powers in the Government to adjust rovalties for the use of inven- 
tions by or on behalf of the United States. The Royalty Adjustment Act of 1942, 
upon which the bill is modeled, was designed during the last war to protect the 
Government from excessive rovalty costs which might otherwise have been in- 
cluded in the price of goods purchased in huge quantities to fill military require- 
ments. These wartime contracts were negotiated under abnormal conditions 
and usually without competitive bidding. 

This committee feels that the justification for a bill of this character in time of 
war is entirely lacking in time of peace. It is recognized that the Nation is par- 
tially on a war footing because of the Korean situation and that there may be some 
need for these powers in this emergency. However, the committee urges that in 
order to avoid perpetuating these extraordinary powers in the Government after 
the emergency is ended, the legislation should be effective only until the date on 
which the Renegotiation Act of 1951 ceases to be effective, i. e., December 31, 
1953. 
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STATEMENT ON BEHALF OF THE BoarD or Governors, New York Parent 
Law AssocriaTIon, BY JOHN Hoxie, Vick PRESIDENT 


The bill would make permanent a power on the part of Government pro- 
curement agencies which was originally granted as a temporary wartime measure 
and which was expressly made terminable with the war. Its basic purpose was 
to prevent the cost of proeurement from being increased by royalties which the 
supplier had agreed to pay and which had been negotiated privately in reference 
to much smsler prospective volumes of sale or use than were brought about upon 
the advent of Government purchases. 

2. We do not oppose an extension of this power bevond the formal termination 
of World War II and for a limited time sufficient to cover the present emergency 
We strongly oppose any extension that is unlimited in time, for this power of 
rovalty adjustment has no justifying need in normal times. 

3. We recommend therefore that the bill be amended to include a provision for 
termination on December 31, 1953. If the present emergency continues beyond 
that time, the subject can be reviewed in the light of actual conditions then 
obtaining and any necessary further extension can then be made for another 
limited period, It may well be that no further extension would be found necessary 
even if in some degree the present extraordinary conditions should still be in 
existence, 

4. The suggested termination date, December 31, 1953, is the termination date 
of the period fixed in the Renegotiation Act of 1951 as the period of contract per- 
formance, the receipts and accruals from which are subject to that act. (See U.S 
C., title 50, see. 1212-a. While there are differences in subject matter which 
create less need for rovalty adjustment than for contract renegotiation, there is a 
relationship in basic purpose between contract renegotiation and royalty adjust- 
ment which gives a rational ground for a common termination date. 

5. This association together with a number of other associations of patent 
lawvers Opposed peacetime royalty adjustment in 1949 when a bill similar to the 
present one was under consideration (H. R. 2477, Slst Cong.). We have not be- 
come convinced that the power of royalty adjustment by procurement agencies 
is a basic necessity for economical governmental procurement, and the fact that 
we do not Oppose a temporary extension now: does not imply an endorsement of 
the basic idea. We believe that experience has shown the force of our original 
objections, viz: 

(a) That this power of royalty adjustment is discriminatory in that it singles 
out one element of cost, not a major element, for this adjustment procedure, 
when no like power exists to tell a contractor or subcontractor that he has con- 
tracted to pay too much for his raw materials or his labor or his rent or other 
overhead, and to compel him to reduce such other costs that are likewise reflected 
in his price to the Government; and 

(b) that the provision for relief from arbitrary departmental action, by resort 
to the Court of Claims, involves such delay and expense that it is not an effective 
remedy and causes patent Owners to accept royalty reductions which they regard 
as unjust but which they cannot afford to correct by that burdensome method of 
relief. 

6. If made permanent, this power of rovalty adjustment by Government pro- 
curement agencies would create a situation in which the whole level of patent 
rovalties would be largely dictated by such agencies, because the determinations 
made by such agencies have direct reflections on the level of royalties in private 
negotiations generally. This introduces an element of indirect economic contro! 
which is anomalous in a free economy. There is no reason, Operative under any 
but emergency conditions, why the private negotiation of patent royalties should 
be influenced in any degree by governmental action when other privately nego- 
tiated prices of goods and services are left so largely free of any such influence. 
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Los ANGELES, Cauir., March 1, 1982. 
Hon. JoserpnH Bryson, 
Chairman, Subcommittee No. 3, Judiciary Committee, 
House of Representatives, Washington, D. C. 

HonoRARLE Str: Attached to this letter are my recommendations for a revised 
version of the peacetime royalty-adjustment bill, H. R. 2257. 

It will be greatly appreciated if you will be kind enough to submit the views 
expressed in the attached statement to your committee when it will hold hearings 
on the above bill. 

Respectfully yours, 
N. T. Vousk, Patent Counsel. 


RecoMMENDED Revision or H. R. 2257 


H. R. 2257 contains two distinct provisions which are as follows: 

First, all sections, except section 4, granting power to a Government official to 
adjust existing royalty rates to be paid for patented or unpatented inventions used 
by the Government; and 

Second, section 4, authorizing Government officials to enter into a voluntary 
agreement with the owner of a patented or unpatented invention for full settle- 
ment of any claim against the United States based upon past and present use by 
the Government of such invention, and for compensation to be paid to such owner 
based on future use of such invention. 

It is believed that the information being furnished to the committee concerning 
the royalty-adjustment provision of this bill is entirely sufficient to illuminate 
the implications of these provisions. Therefore, no further discussion of the main 
body ofthe bill, which constitutes the first part, is necessary. 

It appears desirable, however, to call to the attention of the committee, section 
4 of the bill, which has not been fully discussed in the submitted briefs known to 
the writer, and stress the fact that this section offers a solution to numerous 
patent problems confronting industry and the Government. In the opinion of 
the writer, section 4, with some amendments, standing alone, as an independent 
act of Congress, would receive the approval of both industry and the Government 
departments. 

The meaning of section 4 is given above, and its exact present wording, as it 
now appears in H. R. 2257, with some omissions made here for bringing out more 
readily the meaning of the statute, is as follows: 

“Sec. 4. The head of any department or agency of the Government which has 
ordered the * * * use * * * of an invention, whether patented or 
unpatented, and whether or not an order has been issued in connection there- 
with pursuant to section 2 hereof, is authorized and empowered to enter into an 
agreement, before suit against the United States has been instituted, with the 
owner of * * * [said invention] in full settlement and compromise of any 
claim * * * by reason of such * * * use, and for compensation to be 
paid to such owner * * * based upon future * * * use * * * of 
said invention * * * .” 

The fact that this section is considered to be completely independent of the 
royalty-adjustment provisions of H. R. 2257 is stated plainly in the body of 
section 4 itself, which states that agreements can be entered into S98; 4 
whether or not an [prior] order has been issued in connection * * * [with] 
section 2 hereof,’’ which is the royalty-adjustment section of H. R. 2257. 

It is, thus, seen that section 4 of the bill grants to the agency or department 
heads powers and authority entirely distinet from the royalty-adjustment pro- 
visions of the other sections of the bill. The powers and authority granted to 
the Government officials under section 4 of this bill are, as a matter of fact, supple- 
mental to the authority granted by 28 U. 8. C. 1498 to the Court of Claims to 
settle patent claims against the Government. In other words, section 4, which 
corresponds to section 91 of the original Royalty Adjustment Act (85 U.S. C. 
89-96), is the only section in the entire body of Federal statute and Federal 
rules of civil procedure which affords an opportunity desperately needed by the 
patent owner to negotiate an amicable settlement of his just claim with the 
interested Government agency promptly and with a minimum of expense to 
both parties prior to the institution of an extremely costiy suit in the Court of 
Claims. That such Court of Claims suits hardly ever constitute ‘“‘an adequate 
remedy”’ will be pointed out more in detail in what follows. 

The reason for the inclusion of section 91 in the original Royalty Adjustment 
Act is not clear. It appears that the proponents of the act considered that any 
agreements relating to royalty adjustments would, in all probability, also include 
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an agreement in settlement for past, present, and future infringement. In addi- 
tion, it was considered that the governmental agencies had the authority to 
settle patent-infringement claims prior to the institution of suit under 28 U.S. C. 
1498, and that the language of section 91 would affirm this authority in statu- 
tory form. 

Although section 91 of the original Royalty Adjustment Act has been in effect 
since 1942, to this date there have been very few claims “‘settled’’ under this 
section primarily due to the lack of knowledge of the existence of this section on 
the part of the patent owner and also due to the reluctance, if not open hostility, 
on the part of Government officials to grant due consideration to the claims based 
on this statute. Documentary evidence is available which demonstrates con- 
clusively that just claims, based upon basic patents, go unheeded by the officials 
of the Government departments for years in spite of repeated pleas of the owner 
to give due consideration to his claim and his repeated written statements that 
he would be only glad to cooperate with the Government to the very best of his 
ability. 

As a result of such maladministration of section 91 of the existing act, the patent 
owner has been relegated, for all practical purposes, to a suit in the Court of Claims 
under 28 U.S. C. 1498. There are many reasons why this “remedy” is no remedy 
in practically all instances. These reasons are: 

(1) Prohibitive costs; 

(2) A delay of many years; 

(3) Unfavorable publicity; 

(4) Threats to institute an antitrust suit if claim is asserted; 

(5) Small chance of recovery; and, 

(6) Finally, even’if a recompense is granted, its amount at times is less than 
the cost of the suit. 

The scope of this statement and the wide notoriety of the facts supporting the 
above-outlined conclusions preclude the writers from an extensive discussion 
thereof. Therefore, only brief additional comments will be given here. 

As to costs, it should be noted that if the costs are high for the claimant they 
are also high for the Government. Therefore, both parties suffer under this 
procedure, 

As to delay, what may be a just recompense today is a mockery of justice 10 
or 15 years hence. Inventors are just as mortal as other human beings, and when 
their creative work comes to an end because of lack of funds, awarding of post- 
humous judgments in their favor will not resurrect the creative work which was 
irretrievably lost because of such delays. This is not the type of ‘securing for 
limited times to * * * inventors the exclusive right to their respective 
* * * discoveries” that was envisaged by the founders of this country. 

In the commercial world, infringement claims are never instigated by filing 
suits in Federal courts against an infringer. The infringer is always given an 
opportunity to enter into an agreement with the patent owner. There are no 
reasons known to the writers as to why different procedure, imposing great finan- 
cial burdens and delays, should be followed when the Government is the infringer 

The inadequacy of the remedy provided by 28 U. 8. C. 1498 can be demon- 
strated by the following example when applied to other personal property: Let 
us suppose that, in this example, the Government needs several thousand heavy- 
duty trucks. A Government official, after locating such trucks, appropriates 
them for Government use without making any payments, and, upon remonstra- 
tions of the owner of these trucks, informs the owner that, in order to recover the 
price of these trucks from the Government, the owner should sue the Government 
in the Court of Claims under 28 U. 8. C. 1498, which may grant a recovery after 
a waiting period of several vears. If the owner of the trucks would say that such 
seizure will put his business into bankruptcy, the answer would be that this is the 
only remedy granted to him by Congress. This is the type of treatment accorded 
to inventors by the United States Government under the existing Federal statute; 
i. e., 28 U.S. C. 1498. 

Enactment of section 4 of H. R. 2257, as an independent act of Congress, coupled 
with proper administration of this act by the Secretaries of the executive depart- 
ments, will offer the prompt and adequate remedy the patent owner requires; 
namely, an opportunity to negotiate with responsible Government officials for 
prompt and equitable settlement of his infringement claim. Since the right to 
make the claim is recognized by Congress, the true and best traditions of Amer- 
ican democracy require that this opportunity to negotiate settlement of his claim, 
prior to the institution of a suit in the Court of Claims, be granted to the patent 


owner. 
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It should be pointed out that section 4 in no way alters the liability of the 
Government recognized by 28 U. 8. C. 1498. The new section merely permits 
an amicable settlement wherever possible. In the event no sueh settlement can 
be reached, the patent owner may institute a suit in the Court of Claims. 

It should be pointed out further that section 4 imposes on the administrative 
agencies of the Government no burdens which are not already in existence under 
28 U.S. C. 1498. For example, if suit is brought in the Court of Claims, it is 
the duty of the administrative agency concerned to secure all information regard 
ing the merits of the claim; and, therefore, the administrative agencies must be 
and are already provided with the facilities necessary for a proper evaluation of 
the claim. In effect, therefore, section 4 serves to reduce the burdens imposed 
on the administrative agencies by eliminating, in the instances of negotiated 
settlements, the costs incurred and time involved in formal legal proceedings. 

It is therefore recommended that H. R. 2257 should be approved by the com- 
mittee only as to section 4, which should be amended and supplemented with 
additional sections to make said sections self-contained whereupon they will 
read as follows: 


(The amendments to H. R. 2257 are indicated in the text below with the added matter being in italic and the 
deleted matter in linetype} 


“A BILL To provide for the s+ istrert ef reraltes payment of claims and like 
charges for the use of inventions for the benefit of or by the United States, and 
for other purposes 


“Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the Act of October 31, 1942 (56 Stat. 1013- 
1015, 35 U.S. C. 89-96), be, and is hereby is, repealed and that all agreements 
in adjustment of royalties or otherwise made thereunder be, and the same hereby 
are, terminated as to future force and effect: Provided, however, That, as to proceed- 
ings initiated by and now pending under notices previously issued and as to rights 
accrued or liabilities incurred prior to repeal thereof, the provisions of such Act 
shall be treated as remaining in full force and effect for the purpose of concluding, 
settling, sustaining, qualifying, or defeating any pending matter, suit, or claim 
thereunder. 

“Sec. 1. Whenever an invention, either patented or unpatented, shall be 
manufactured, used, sold, or otherwise disposed of by or for the United States 
(this preamble is the preamble of section 2 of H. R. 2257) the hese of amy depart 
tent or egenex of the Gerernment Secretary of the Department which has ordered 
the manufaeture, use, sale, or other disposition of #® said invention, +hether 
prtterted ef tpetented. sd whether ot tot tHe erder Hits Hees Hetted HE eHHHee 
tion therewith ptrstitt te seetion 2 hereof is authorized and empowered to enter 
into an agreement, before suit against the United States has been instituted, with 
the owner of, or a party entitled to receive a royalty or a like charge under steh 
said invention, in full settlement and compromise of any ckaiim against the United 
States accruing to such owner or party under the provisions of this Act, or any 
other law by reason of such manufacture, use, sale, or other disposition, and for 
compensation to be paid to such owner or party based upon past, present, and 
future manufacture, use, sale, or other disposition of said invention. The heme of 
eHy deptetitert or seenex of the Government whieh Seercfary who has entered 
into an agreement under the provisions of this Act or the Act of October 31, 1942 
(56 Stat. 1013-1015, 35, U. 8S. C. 89-96), is authorized and empowered to enter 
into supplementary agreements, modifying, amending, or revoking such agreement 
as the equities of changed circumstances may warrant, any other law to the 
contrary notwithstanding. 

“Sre. 2. The head Secretary of each department er agerex of the Government 
mex shall issue such rules and regulations which shall promote prompt and equitable 
consideration of such claims by qualified members of his department and require such 
information as may be necessary and proper to carry out the provisions of this Act. 

“Sec. 3. The head of the department or aceney of the Government Secretary 
concerned is further authorized, in his discretion and under such rules and regula- 
tions as he may prescribe, to delegate and provide for the delegation of any power 
and authority conferred by this Act to such qualified and responsible officers, 
boards, agents, or persons as he may designate or appoint. 

“Sere. 4. For the purposes of this Act, the manufacture, use, sale, or other dis- 
position of an invention, whether patented or unpatented, by a contracter, a sub- 
contractor, or any person, firm, or corporation for the Government shall be con- 
strued as manufacture, use, sale, or other disposition for the United States; and 


for the pttepeses of the “ret of dite 25; 4046; ts attended 440 Stat 7H4, 36 +: BG: 








ADJUSTMENT OF ROYALTIES 53 


68+ the use or manufacture of an invention described in and covered by a patent 
of the United States by a contractor, subcontractor, or any person, firm or cor- 
poration for the Government and with the authorization or consent of the Govern- 
ment, shall be construed as use or manufacture for the United States. 

“Sree. 5. Nothing herein contained shall be deemed to preclude the applica- 
bility of 28 U. 8S. C. 1498 so far as the same may be applicable if no agreement is 
reached under section 1 of this Act. 

“Sec. 6. If any provision of this Act or the application of any provision to 
any person or circumstance shall be held invalid, or if any provision of this Act 
shall be inoperative by its terms, the validity or applicability of the remainder of 
the Act shall not be affected thereby. 

“Sree. 7. This Act shal! take effect ninety days after approval.” 

Although the revised version of H. R. 2257 may be considered as an act supple- 
menting 28 U.S. C. 1498, it defines the powers and authority of the administrative 
departments of the Government, and, therefore, cannot constitute a part of the 
judiciary title. Therefore, since the bill relates to the administration of patent 
matters, it is suggested that, if enacted, it be relegated to title 35, patents. 


Avroctro Co, or AMERICA, 
Philadelphia, February 29, 1952. 
Subject: H. R. 2257, known as patent royalty adjustment bill. 
Hon. Josepn Bryson, 
Chairman, Subcommittee No. 3 of the House Judiciary Committee, 
Washington, D.C. 

Dear Mr. Bryson: Aside from theories as to the justification or nonjustifica- 
tion of the payment of reasonable royalties on patents, | would like to present 
to you and your committee the practical effect of the severe and unjustifiable 
attitude of the Government on the payment of royalties on inventions of the 
Autogiro Co. of America 

As an example of how the Wartime Royalty Adjustment Act operated, let me 
state a few facts about the experience of the Autogiro Co 

At the time the act took effect, the company and its predecessors had spent 
approximately 20 vears in research, development, manufacture, and tests of 
rotary-wing aircraft, and spent slightly over $3,000,000 of money invested by 
its stockholders from the beginning of the company up to the present time. In 
no year has the company shown a profit and the Government is endeavoring to 
prevent us from being rewarded for our courage, foresight, and vears of hard 
work, many of which were most disheartening. In the course of this work it 
was granted patents on upward of 200 inventions. 

The bulk of its patents were licensed to several manufacturers over a period 
of vears, at an over-all royalty of 5 percent. As many as 40 or more patented 
inventions went into certain types of machine, with no increase in this over-all 
5-percent rovalty 

When the Wartime Royalty Adjustment Act was invoked, the Government 
not only broke down our rovalty rate to eighty-five one-hundredths of | percent 
from then-unlicensed companies, and persuaded them and us to enter into war- 
time licenses at the said limited rate of eighty-five one-hundredths of | percent. 
‘To cap the climax, they insisted that we execute a royalty ceiling agreement, 
under which all rovalties received by us, over and above a limited amount in 
dollars per vear, would be refunded to the Government. 

In the negotiation, handling, policing, and termination of those arrangements, 
our officers, general counsel, and patent counsel spent literally weeks and weeks 
of time, through a period of several vears, and our company, the heensee com- 
panies, and the Government itself, spent large sums for legal talent, traveling 
expenses, long-distance telephone bills, ete And of course the final upshot was 
that the over-all rovalty rate of 5 percent for general peacetime production 
which in many industries has been considered a fair and moderate rovalty for 
the licensing of one patent-——let alone over two hundred patents—was viewed 
with horror by the industry, even after the war, because the industry had become 
accustomed to having the Government beat down the rovalties during the war. 

I think it safe to say that had we attempted to follow this up by proceeding 
against the Government to recover by litigation a fair return for the use of our 
patents during the last war, there would have been a very large 
burden put both on us and on the Government If that sort of treatment, 
which in my judgment was entirely unjustified and unsound from the Govern- 
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new legislation in peacetime, it will deal another serious blow to the citizen’s 
initiative, just as has the excessive Government spending and taxing of today. 

In conclusion, let me point out a most significant thing: Today the Govern- 
ment is getting a very large proportion of its rotary-wing aircraft from unlicensed 
sources (although actually and legally the hostilities of the Second World War 
are at an end); and my company has finally been forced to go into the Court 
of Claims, in an effort to secure fair and just compensation for the wholesale 
appropriation by the Government of our inventions, in the Government’s post- 
war procurement program. The old wartime Royalty Adjustment Act has thus 
settled nothing, and I cannot believe that a new peacetime Royalty Adjustment 
Act will settle anything. 

If I had been aware that the Government would become so hostile to the 
payment of reasonable royalties, our company certainly would not have embarked 
on the development of rotary-wing aircraft. 

Unquestionably helicopters would eventually have been developed, but had it 
not been for the development work of the Autogiro Co. the time would have been 
greatly delayed. I honestly believe that if that had been the case our Armed 
Forces at this time would not have the benefit of helicopters which are doing 
such an outstanding job in Korea and elsewhere. 

I am @nclosing copies of this letter in case you wish to hand them to the mem- 
bers of vour committee. 

Yours very truly, 
Harouip F. Pircairn, 


Xx 
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